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Mutual Fire Insurance adheres to 
the sound policy of reducing costs 
by reducing losses, and the resultant 


savings are given to the policyholder. 
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230 E. Ohio St., Chicago, Ill. 
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THIS MONTH 


IRE Prevention, no less than accident 

prevention, is in the forefront of 
the attention of the insurance world, 
and, while the anti-accident campaign 
is perhaps a bit more spectacular, there 
is a steady and effective effort being 
made to decrease the havoc wrought 
by unfriendly flames. All of which is 
given acknowledgment in our editorial 
this month—but reading it over again 
we wonder if we have not blamed the 
public a trifle too much, when there 
is still a great deal of pioneer work to 
be done by companies and organiza- 
tions. © Possibilities for hedging 
against inflation are discussed by Pro- 
fessor Hoffman, and this we think is an 
interesting commentary on the need 
for constructive looking ahead. ® Cur- 
tis Billings takes the ground that mu- 
nicipal and other governmental officials 
may be charged with a direct responsi- 
bility for the high auto accident toll, 
ina thoughtful article full of good ob- 
servation. ® Commissioner DeCelles of 
Massachusetts is represented by the 
speech he delivered at the meeting of 
the American Management Associa- 
tion, covering various problems that 
confront department executives. ® The 
Casualty Actuarial Society had such a 
wealth of good material at their recent 
gathering that we are glad to repro- 
duce a large portion of it in this issue. 


® "Bunk of the Month" is deferred for 


another number, but there are some 
notes of special interest scattered 
through our pages. 


* 
NEXT MONTH 


News of the National Convention of 
Insurance Commissioners will be em- 
phasized, and several matters of criti- 
cal comment which have needed at- 
tending to for some time will, we be- 
lieve, make a specially interesting table 
of contents. 
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HE series of fire prevention meetings recently con- 
cluded has brought forcibly to mind the steady and 
laudable progress which has been made as the result 
of the praiseworthy activities of those who have inter- 
ested themselves in reducing the annual fire loss suf- 
fered by the people of this country. No single explanation 
will suffice for the decline in fire losses from $463,612,- 
762 in 1930 to $259,159,945 in 
1935, but some of it is undoubtedly 
attributabie to the intensive cam- 
paign for safer construction, 
improved fire fighting facilities, 
more adequate water supplies, and 
to an aroused public consciousness 
of the tremendous and unneces- 
sary loss from fire. In this cam- 
paign a number of organizations, 
and particularly the National Fire Prevention Associa- 
tion have played a most important part. They have effec- 
tively united the public officials interested in suppressing 
fire, such as the fire chiefs and state fire marshals, the 
insurance groups at work in this field, notably the Na- 
tional Board of Fire Underwriters, the Associated Fac- 
tory Mutuals and the Mutual Fire Prevention Bureau, 
together with those industrial organizations which are 
interested in the proper protection of property under 
their control. Thus a medium has been provided for the 
preparation of building codes and ordinances which will 
help lessen the fire losses. Support has been given to 
every worth while attack on the problem, such as Na- 
tional Fire Prevention Week, the preparation of the 
“Crosby-Fiske-Forster Handbook of Fire Prevention” 
and the development of the Volunteer Firemen’s Section. 
This body now has over 7,000 members, located in prac- 
tically all states, and reaches over 12,000 other volunteer 
fire companies or departments through its monthly pub- 
lication, “Volunteer Firemen”. 

One of the most interesting phases of the work done 
by fire prevention groups is the sponsorship of statutes 
and ordinances which would make those whose negli- 
gence is responsible for fire, liable for the damage done. 
Such a right of action already exists at common law 
where negligence can be clearly proved, but it needs 
statutory support in this country. In many European 
countries any violation of the building ordinances or 
rules, intended to prevent fire, is ipso facto evidence of 
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negligence, and the party responsible must not only reim- 
burse those whose property was damaged by the fire, but 
must also pay the fire department for its time and ex- 


pense in extinguishing the blaze. This legal situation, 
coupled with the more general use of fire-resistive con- 
struction, is given credit for the much lower fire loss in 
European countries. 

There has been a most commendable correlation of the 
activities of almost all of the organizations in this field, 
and, of course, many of them are making important con- 
tributions of their own including the providing of labora- 
tory facilities for the testing of new devices intended to 
prevent or extinguish fires. Improved alarm systems, 
better sprinkler heads, more effective extinguishers, all 
come to these organizations for test and, if they win 
approval must meet the rigorous standards set up. The 
research of such laboratories is not limited to the testing 
of such devices, however, but extends to field work ori 
the hazards of industries, or the proper safeguarding of 
industrial processes, or studies of the most efficient meth- 
ods of combatting fire. 

One of the most effective steps taken in the fight 
against fire loss is the annual contest conducted by the 
National Fire Waste Council and the Chamber of Com- 
merce of the United States, in which awards are given 
to American cities for fire prevention work. Six classes 
are established, based on population, and awards are 
made in each, with a grand prize for the best record, 
irrespective of size. In 1935 three hundred and twenty- 
seven cities participated and the grand award was won 
by Atlanta, Georgia. This contest makes it possible for 
the various chambers of commerce to harness the force 
of civic pride for useful work 
in the field of fire prevention 
and the results have been ex- 
cellent. 

An interesting by-path of 
the fire prevention movement 
has been the fight against ar- 
son. A large percentage of the 
amount of the fire loss, in the 
opinion of competent authori- 
ties, has been due to deliberate fires. Some of them 
were started by the owners of property, or “torches” 
hired by them, in order to collect the insurance, others 
are due to malice, or a desire for revenge, and many can 
be attributed to pyromaniacs or firebugs. Strange as it 
may seem, the very strictness of the penalties imposed 
by the law in some states made it hard to secure convic- 
tions, and doubtless led to more fires. A campaign to se- 
cure a model arson law has been winning success and 
this, coupled with renewed activity hy law-enforcement 
agencies, has led to the retirement of many arsonists 
from circulation. Fire chiefs and state and provincial 
fire marshals have worked together to secure evidence, 
and prosecution has been alert and vigorous. In Chi- 
cago, alone, three rings of firebugs, whose business con- 
sisted of having fires at a profit, have been broken up and 
most of the members jailed. A notable piece of work has 
been done by Fire Marshal Brophy of Brooklyn, whose 
activities in this direction for many years have been en- 
hanced of late by the attention given to his record by 
appreciative articles in the press; and his theories and 
practical suggestions have been widely followed. De- 
cisive action in other cities and states has been filling 
newspaper headlines for months. 

As a part of the general program, there has been a 
well directed campaign to promote improvement in the 
fire fighting facilities of cities and towns, and in arson 
investigations after fires have occurred. In this the co- 
operation of insurance companies of all types has been 
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an important factor. The support of 
the companies has resulted in a stead 

ily rising quality in equipment and 
personnel. In this connection the con- 
tribution of the mutuals to the move- 
ment to keep fire losses down has 
been further emphasized in their pre- 
ventive measures. While giving earn- 
est attention to the problem of com 

batting fires actually started, they have 
concentrated on ways and means to 
keep unfriendly flames from starting 
at all. Good housekeeping and intelli- 
gent application of scientific methods 
have caused nothing less than a revo- 
lution in the handling of insurance on 
a number of classes which in the 
early days carried prohibitive rates. 

Much has been accomplished in the 
field of fire prevention, but progress 
is necessarily slow and much more 
remains to be done. Although im- 
proved construction, more efficient 
fire departments and better mechani 
cal devices for quenching fire are all 
desirable and important, it is clear 
that the most essential step for fur- 
ther improvement is to bring about a 
change in the public attitude toward 
fires. The millions of little crimes 
against common sense committed 
daily growing out of the thoughtless 
tossing away of lighted matches and 
cigarette and cigar butts, the careless 
use of gasoline and other flammable 
materials around the home, store and 
factory, the readiness of people to 
take a chance because disaster has 
never visited them hefore—all these 
and other hazards must be made a 
part of the safety education of the 
rising generation. And likewise be 
taught to adults who are not too stub- 
born to learn. Although many en- 
couraging signs in the fire prevention 
field are apparent, there is no reason 
to relax any effort now being put 
forth in this respect. Tor beyond the 
staggering property loss by fire, there 
is the greater loss of human life to 
which no thoughtful person can be 
indifferent. Perhaps the task may 
take a century for its ideal accomplish- 
ment, but ultimately, the menace of 
fire should be conquered. 

Peters Re-elected Director 
Chamber of Commerce 
of U. S. 

At the recent annual meeting of 
the Chamber of Commerce of the 
United States, Justin Peters, Presi- 
dent, Pennsylvania  |.umbermens 
Mutual Fire Insurance 
Philadelphia, was re-elected for a 
two-year term as one of the two 


Directors representing Insurance. 

During the past year Mr. Peters 
has served as chairman of the Insur 
ance Advisory Committee of the na 
tional chamber. 
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Running Comment on What Is In the Magazines 
and the Mail That Comes to the Desk of the Editor. 


67th Annual Meeting Of 
Commissioners at St. Paul 


June 9-12 


JESS G. READ OF OKLAHOMA, SEC- 
RETARY OF THE NATIONAL ASSOCIA- 
tion of Insurance Commissioners, has 
announced a summary of the details 
of the coming convention, which is 
expected to be largely attended and 
of exceptional interest. 

Special trains from various parts 
of the country are to arrive at St. 
Paul on Monday, June 8, when the 
Executive Committee and the Com- 
mittee on Valuation of Securities will 
hold meetings in advance of the regu- 
lar program. 

June 9 is to be the day of the open- 
ing session. Addresses of welcome 
will be given by Governor Floyd B. 
Olson of Minnesota, the mayor of 
St. Paul and Frank Yetka, Insurance 
Commissioner of Minnesota. The re- 
sponse to addresses of welcome will 
be by Ernest Palmer, Insurance Di- 





rector of Illinois, and Vice President 
of the National Association of In- 
surance Commissioners. At that ses- 
sion the annual.address of the presi- 
dent of the Association will be given 
by Commissioner William A. Sulli- 
van, Washington. The presidential 
address will be followed by the an 
nual report of Secretary-Treasurer 
Read, reports of various committees 
and an address by Hartley D. Mc- 
Nairn, Superintendent of Insurance 
of Ontario, who will review the prog- 
ress of uniformity in insurance sup- 
ervision and procedure in Canada. 
At the afternoon session June 9 
Commissioner Yetka and Commis 
sioner John S. Williams, III, of Mis- 
sissippi, is to speak on social security 
legislation as seen from the stand 
point of insurance commissioners and 
the insurance business generally. In- 
surance coverage of occupational dust 
diseases under workmen’s compensa 
tion laws will be the second topic 
discussed at that session. The speak- 
ers will be Commissioner Owen B. 
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Hunt of Pennsylvania and Commis- 
sioner Samuel L.. Carpenter, Jr., of 
California. 

No business sessions are scheduled 
for June 10, which is to be reserved 
for entertainment and sightseeing at 
the request of the St. Paul committee 
in charge of arrangements. 


On Thursday, June 11, Commis- 
sioners lrancis J. DeCelles of Mas- 
sachusetts and E. A. Smith, Jr., of 
Utah will speak on uniform state 
taxes and tax laws. Commissioner 
Smith is chairman of the Associa- 
tion’s Committee on Taxation and 
Commissioner DeCelles is a member 
of the committee. 


Following the discussion on taxa- 
tion, Commissioner John C. Blackall 
of Connecticut will discuss insurance 
company investments in stocks and 
bonds. Superintendent Robert L. 
Bowen of Ohio and Raymond T. 
Cragin, real estate expert of the Ohio 
Department, will talk on urban mort- 
gages and real estate as insurance 
company investments, and Deputy 
Commissioner John Speidel of Iowa 
will speak on farm mortgages and 
real estate. 

At the final session on the 12th 
which according to precedent will 
probably be executive, additional 
reports of committees will be made, 
officers and members of the Execu- 
tive Committee for the coming year 
will be elected and resolutions voted 
on. 


Things Which Make A Good 
Agent. Good 


JOSEPH J. MAGRATH, CHIEF OF 
THE NEW YORK INSURANCE DEPART- 
ment Rating Bureau, in speaking be- 
fore a large group of agents in New 
York, made the following keen prac- 
tical observations: 


“A knowledge of types of con- 
tracts, understanding of rates and 
legal means of their modification, 
knowledge of obligations and pledges 
undertaken by the companies he rep- 
resents, an understanding of his 
rights and obligations under the in- 
surance law, an understanding of 
laws and regulations which affect his 
clients’ interest, and familiarity with 
the ethics of the business,” all of 
these things, he declared, were what 
the State expects of the agent. Fur- 
ther he was of the opinion that too 
many agents are lazy and push only 
the obvious lines that are sold by 
others. Also there is too much over- 
riding, and other sorts of excess 
commission arrangements, relied on 
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instead of good hard work in the 
field. Continuing, he said: 


“Commissions higher than econom- 
ically justified encourage rebating, in- 
crease the number of agents and 
brokers beyond reason, lead to excess 
brokerage, and widen the difference 
in cost between agency and non- 
agency companies. .. . The State will 
never have to interfere on commis- 
sions so long as a reasonable course 
of conduct is followed in compensat- 
ing those engaged in production, 
supervision and service. .... 

“The greatest problem that the 
business is confronted with today is 
the overabundance of general agency 
appointments that are unworthy. Too 
many of these are simply volume pro- 
ducers or business collectors, that 
either do not or cannot competently 
supervise production in general 
agency style.” 

> 


Wyoming Commissioner Tells 
Public To Use Care In 


Selecting Companies 


COMMISSIONER HAM OF WYOMING 
IN A CAMPAIGN TO ACQUAINT THE 
public with the best insurance prac- 
tices to follow has sent the following 
letter to editors of various publica- 
tions throughout the country: 


Licensed insurance companies, who have 
made this assignment possible for you, 
paid the State of Wyoming more than 
$150,000.00 in taxes and fees for the priv- 
ilege of doing business in the State dur- 
ing the past year. They operate under the 
jurisdiction of this Department; they 
comply with our laws; submit all policies 
for approval and pay their claims promptly 
and justly. 

Wyoming, like other States, is flooded 
with insurance “rackets” with policies so 
limited that chances for benefits are very 
remote. They do most of their soliciting 
by mail or radio and as they are not 
licensed by this Department we are help- 
less when called upon to force them to 
live up to their contracts. 

The Wyoming Insurance Department is 
for the protection of the citizens of the 
State and we earnestly request that when 
buying insurance, purchasers should insist 
upon the solicitor displaying his license, or 
if in doubt get in touch with this Depart- 
ment. 

ee @ 


Annual Meeting of Committee 
On Blanks 


THE COMMITTEE ON BLANKS OF 
THE NATIONAL ASSOCIATION OF IN- 
surance Commissioners, recently met 
in New York and agreed on forms 
for the exhibit of premiums by states 
for various types of companies. The 
new schedules, because of variation 
in state laws, will not directly supply 
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hgures for taxable returns, but the 
data to be given will be of substantial 
value for this purpose. 

A new item was inserted, desig- 
nated as 44-B on page 4 of all blanks, 
reading “Interest due and accrued on 
mortgage loans (state basis),” this to 
show what proportion of past due in- 
terest on mortgages is deducted as a 
non-admitted asset and to assist in 
complying with special departmental 
requirements. 

In the mortgage schedule of the 
blank for life companies, the inter- 
rogatory No. 8 Schedule B, part 3, 
was enlarged to set down the amount 
of taxes and expenses capitalized 
within the year and also the past due 
and accrued interest capitalized by 
increasing mortgages. Schedule b, 
part 1, was altered to provide that 
mortgage loans exceeding 2 per cent 
of total admitted assets should be re- 
ported individually. 

A subcommittee to study the sub- 
ject of combining adult and juvenile 
statements and valuation reports of 
fraternal companies was appointed, 
and favorable action was taken on 
request of surety companies that they 
be not required to go to the expense 
of compiling information asked for in 
Schedules J and Kk. 

The Blanks’ Committee consists of : 

Walter A. Robinson, Chairman, 
Ohio; Arthur E. Lines of Massachu- 
setts; Charles E. Coulbourn of Vir- 
ginia; Russell B. Hooker of Con- 
necticut ; H. O. Stark of Oklahoma ; 
W. H. Johnston of Pennsylvania ; 
Joseph I. Collins of New York; 
Lloyd Thompson of Indiana; Alfred 
N. Guertin of New Jersey; J. I. 
RKeault of Michigan; C. E. Nelson of 
Missouri; James D. Reeder of North 
Carolina; John Speidel of Iowa; b. 
Workenthin of Louisiana; Rk. R. 
Haffner of Illinois; and C. J. Me- 
Cann of Florida. 


Exam For Oklahoma Agents 


FUTURE REQUIREMENTS FOR FIRE 
AND CASUALTY INSURANCE AGENTS IN 
Oklahoma have been announced by 
the Oklahoma Insurance Board. 
Among the stipulations are: devoting 
at least one-third of the agent’s time 
to the insurance business, and, in case 
of a solicitor, officing with or being 
in the sole employ of a policy-writ- 
ing agent, taking of an examination 
by applicants who have not been 
licensed for a year or more. Policy- 
writing agents are obligated to main- 
tain a regular insurance office acces- 
sible to the public where service may 
be given during the regular hours of 
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business. lurther, if the applicant 
has not shown the proper capacity in 
his previous employment, or if the 
application concerns lines of coverage 
in which there has not been a full 
year’s experience, an examination 
may be required. Caution is given 
that the Board can deny licenses to 
those who obviously wish to write 
policies only on their own personal 
property or that of relatives or em 
ployers. Guarding against the latter 
contingency, the applicants must have 
placed or written a total volume ot 
premiums for other persons during 
the past year in excess of the total 
volume placed upon his own relatives 
or employer's risk. 


New Book On How To 


Buy Insurance 


BUYING INSURANCE, A PROBLEM OF 
BUSINESS MANAGEMENT, BYP. D. 
Betterley will shortly be published 
by the MeGraw-Hill Book Company 
in their Insurance Series, under the 
editorship of Ralph Hl. Blanchard. 
This book explains the basic prin 
ciples of analysis of risk and protec 
tion against the countless hazards 
which threaten every business entet 
prise. It states the problem of pro 
tection and points the way to its solu 
tion. It is a practical guide for 
buyers, 


\Ir. Betterley has had a long and 
road this field. \s 
\ssistant Treasurer of Graton and 
Knight Company, large tanners and 
belting manufacturers of Worcester, 
\lassachusetts, he has been in charge 
of their insurance and preventive 
work for 25 years. He has also 
served in a consulting capacity to 
ther large concerns, has been vice 
president of the American Manage 
ment Association, in charge of the 
Insurance Division, and has written 
and made insurance 
throughout the last 


expertence na 


addresses on 


Che following list of chapter head 
ings indicates the scope of the book: 


Fundamentals 
Insurable Interest 
Causes of Losses 
Survey of Hazards 
Prevention of Losses 
Fundamentals of Insurance Contracts 
Policy Provisions 
[Types of Policies 
Determining Insurable Values 
Insurance Carriers 

Control of Costs 

After Loss 


Collecting the Loss 


Procedure 


\ bibliography is appended to serve 
as a guide to books, periodicals, serv 
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ices, and other sources of informa- 
tion most likely to be of use to the 
business man. 


New Committees Of American 
Association Of University 
Teachers Of Insurance 


THE AMERICAN ASSOCIATION OF 
UNIVERSITY TEACHERS OF INSURANCE 
voted at its last annual meeting to 
appoint a Committee on Standards 
and Topics, the duties of which 
would be to draw up a program of 
minimum standards and a list of in- 
surance topics to be recommended to 
cducational institutions as a basis for 
insurance courses. Ralph H. Blan 
chard, president of the Association, 
announces the appointment to this 
committee of Professors H. J. Lo- 
man, University of Pennsylvania, 
Chairman, IE. L. Bowers, Ohio State 
University, and J. EK. Partington, 
State University of Iowa. It is ex- 
pected that a report will be made at 
the annual meeting of the Associa 
tion next December in Chicago. 

\ Committee on Bibliography was 
also authorized at the last meeting. 
This committee will study current in- 
surance literature and prepare a se- 
lected bibliography for distribution 
to members of the Association and 
others interested. The members are 
Dr. C. L. Parry, Chairman, and Pro- 
fessors G. L. Amrhein of the Uni- 
versity of Pennsylvania and C. D. 
Spangler of the University of Neb- 
raska. 

The following two committees are 
also announced : 

COMMITTEE ON NOMINATIONS 

Professor C. A. Kulp, Chairman 

University of Pennsylvania 
Professor A. H. Mowbray 

University of California 
Professor i2 M. Lear 

\’niversity of North Carolina 

COMMITTEE ON 
Local ARRANGEMENTS 
Hi. Nerlove, Chairman 

University of Chicago 
Walter N. Hiller 

Northwestern University 


V’rofessor S. 


\lfred J. Johannsen 
Northwestern University 


Billiard Ball Runs Amuck 


THERE IS A STORY GOING THE 
ROUNDS OF THE INSURANCE PRESS, 
possibly exaggerated — slightly — by 
transfer from column to column, but 





vouched for in its main essentials, 
Here it is: 

A billiardist “scratched” his cue 
ball off the table; it bounced through 
an open window, across a_ court 
and through the window of a flat 
occupied by an elderly woman; it 
frightened a cat, which leaped onto a 
table and upset a coffee percolator, 
setting fire to the cloth. The tenant 
discovering the fire, died of shock. 
The billiard hall proprietor was hel< 
liable. 

ee @ @ 
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Michigan Denies Authority 
To Increase Rate Of Award 


THE MICHIGAN SUPREME COURT IN 
THE CASE OF ARNOLD GUSTAFSON V. 
Manning, Maxwell & Moore, Inc., 
has ruled that the Michigan Depart 
ment of Labor and Industry cannot 
increase the rate of compensation 
paid after a total disability award nor 
can it grant compensation beyond the 
period for which it was asked. 

The case arose because of a foot 
injury. A compensation agreement 
was made by which $12.00 weekly 
was to be paid while the workman 
was totally disabled. Later the plain 
tiff applied for work at a “sitting 
down job” but was not employed. 
Subsequently he worked at various 
times for another concern, but later 
petitioned for total disability payment 
beyond the time specified in the first 
agreement. The Deputy Commis- 
sioner denied the petition, but the 
full Board granted certain extra 
amounts. The court threw out the 
Commission’s order on the theory 
that a final receipt, when approved, is 
binding unless a change in condition 
can be shown. 

ee ®@ 


Inclusion Of Occupational 
Disease Discussed In Illinois 


\ MEETING OF THE ILLINOIS IN- 
DUSTRIAL COMMISSION WAS CALLED 
for May 26 to consider the inclusion 
of occupational disease in the Illinois 
Compensation Risk Assignment Plan, 
to conform to the recently enacted 
Illinois Occupational Disease Law. 

The administrative committee for 
the assignment of undesirable work 
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men’s compensation risks in Illinois, 
at their recent annual meeting, 
adopted a resolution designating the 
organization as the Illinois Compen- 
sation Risk Assignment Plan. All 
such risks are handled by the com- 
mittee under the supervision of Peter 
J. Angsten, Chairman of the Com- 
muission. 

At the meeting, Joseph E. Callen- 
der of the Ocean Accident & Guar- 
antee, George I’. Douaire, Employers 
Liability, R. L. Lehman, Liberty Mu- 
tual, and W. R. Mengelberg, Lum- 
bermens Mutual Casualty, were re- 
elected members of the committee for 
another year. 

As secretary of the plan, Peter J. 
Malah, Manager at Chicago for the 
National Bureau of Casualty & Sur- 
ety Underwriters, reported that dur- 
ing 1935 there were 143 risks as- 
signed and 75 written in Illinois, and 
that the loss ratio on them was 34 
per cent. From August 1933 to 
December 1935 there was a loss ratio 
of 48.4 on premiums of $55,194. 
Premiums in 1935 totaled $16,284 
and losses $5,345. 

ee @ @ 


Significant Items About 
Collision Losses And 
Theft Claims 


THE FOLLOWING INTERESTING IN- 
FORMATION 1S GLEANED FROM THE 
Icastern Underwriter : , 

“During the past year the total number 
of thefts has dropped sharply. In New 
York State alone in 1935 there was a 16% 
decrease in the number of thefts and an 
8% decrease in number of recoveries. Of 
2,066 cars stolen 1,684, or 82%, were re- 
covered. This record was due largely to 
a tightening up of motor vehicle laws and 
strict enforcement by the state police. 
Oklahoma presents the most serious prob- 
lem today. There is operating in that 
state an expert group of thieves and num- 
ber changers. Total automobile thefts 
there increased last year by nearly 100 
compared with 1934. 

“Some companies have been in the 
position of recovering stolen cars without 
clear title. This situation is hoped to be 
remedied through two channels: a more 
careful tracing of the history of cars by 
adjustment bureaus and loss adjusters and 
stricter and more uniform state laws on 
registration of motor vehicles. At present 
about twenty-three states have certificate 
of title requirements, five require bill of 
sale for original ownership and the bal- 
ance have no title laws or bill of sale 
requirements. The New Jersey laws are 
perhaps the most thorough and furnish a 
pattern for other states to follow. 

“Small claims continue for loss of ac- 
cessories such as tires, batteries, etc 
Recently, many claims have been presented 
for theft of car radios. Stolen cars are 
often recovered completely stripped. Com- 
prehensive policies and full cover on auto- 
mobile thefts have made insurance com- 
panies liable for these small claims. 

“Automobile fire losses result largely 
from short circuits and as a rule are not 
large.” 


JournaLt or AmerIcAN INSURANCE 


Surcharge On Silicosis Given 
Approval In California 


GROWING OUT OF A SERIES OF HEAR- 
INGS HELD IN CALIFORNIA, COMMISs- 
sioner Carpenter has announced 
approval of surcharges in various in- 
dustries to provide for the silicosis 
hazard. Varying from thirty-four 
cents to $5.61 per hundred of payroll 
and averaging $1.70, the new rates 
are substantially lower than those 
proposed originally by the California 
Inspection Rating Bureau. The Com- 
missioner points out that the rates do 
not include provision for claims that 
were paid before the issuance of the 
order, nor is there added the fifteen 
per cent expense loading. The order 
carries a schedule rating plan by 
which employers are allowed reduc- 
tions in rate up to fifty per cent for 
approved safety measures and equip- 
ment, and are subjected to penalties 
reaching to thirty per cent. The in- 
tention is said to be to revise rates as 
soon as sufficient experience can be 
accumulated. l‘urther, all carriers are 
required to post loss reserves on this 
hazard for a period of ten years after 
the expiration of each policy. 

In speaking of the necessity for 
the rate increase, the Commissioner 
stated that classifications involving 
the hazards of pneumonoconiosis un- 
der the old schedules contained no 
adequate charge for the risk in con- 
nection with this disease, nor for the 
“growing claims consciousness on the 
part of employees suffering from 
pulminary, respiratory or heart com- 
plaints”. Also that the decisions of 
the Industrial Commission and_ the 
courts show a trend toward pro- 
rating awards for occupational dis- 
ease over all past employers, not 
taking into consideration the time of 
the first indication of such trouble, or 
the first actual disability. 

Experience rating in connection 
with the surcharge is ruled out by 
the order and the Rating Bureau is 
instructed to prepare revised basis 
manual rates to be applied to the 
classifications upon which the sur- 
charge rate is approved. Loss re- 
serves are to be maintained separately 
upon the surcharge premiums, and 
the carriers will be required to main- 
tain for seven additional years, fol- 
lowing the statutory three year 
period, a reserve upon surcharge 
premiums only. 


Data On Motor Insurance 
Received By I.C.C. 


THE INTERSTATE COMMERCE COM 
MISSION ON MAY 12 RECEIVED FROM 
various companies and organizations 
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statistics showing claims for property 
loss and damage and personal injury 
and death paid during the past three 
years. 

Such a mass of material was laid 
on the Commission’s desk that no 
decision can be expected for some 
time in the future. Those who sub- 
mitted the exhibits defended the 
voluminous tables of statistics and 
detailed explanations by declaring 
that the entire subject was so in- 
volved that it was impossible to make 
any condensed summary of the data 
in the short time that had been al- 
lowed for the work. 

Not only insurance companies in- 
dividually and insurance groups 
brought thick files of conclusions they 
had reached, but owners of motor bus 
lines and motor trucks also were 
actively represented by speakers and 
long tabulations of figures. Not much 
testimony could be heard because of 
the great amount of material pre- 
sented and it was found not desirable 
to hear final argument. Some eye 
opening data was given on losses in 
the commercial motor vehicle field, 
single items of which were reported 
to be from 3le to over $28,000. 


Garfield W. Brown To Be 
Special Counsel for Mutuals 


ANNOUNCEMENT HAS RECENTLY 
BEEN MADE THAT GARFIELD W. BROWN 
has been retained as Special Counsel 
for the American Mutual Alliance. 
Mr. Brown will give his attention to 
the business of the mutual companies 
through his office in St. Paul and one 
which will be opened in Chicago, 
transferring all of his activities to the 
latter city later in the year. 

Mr. Brown is very well known to 
all insurance men because of his long 
term as Commissioner of Insurance 
of Minnesota from October 1, 1928 
to March 16, 1935. He was Pres 
ident of the National Convention of 
Insurance Commissioners from I*eb- 
ruary, 1933 to December, 1934 and 
during his seven years as a member 
of the Convention served on most of 
its important committees. Since 
March of last year he has been en- 
gaged in the practice of law in St. 
Paul. 


This new connection is said to be 
the first move in a program of en- 
larged activity on the part of the 
mutual companies of which further 
announcements are to be made in the 
near future. 
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FIRE 
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The Strange Case of the 
Marooned Engine 


rilAT INSURANCE QUESTIONS MAY 
OFTEN BECOME COMPLICATED IS MORE 
than ever emphasized by an incident 
which recently happened in the state 
of Washington. It seems that a com- 
pany had insured a locomotive that 
was being used in logging operations 
deep in the timber. A forest fire oc- 
curred and a number of bridges 
were burned out leaving the engine 
isolated with no possibility of return- 
ing to its base. In order to rebuild 
the bridges an expenditure of twice 
the value of the locomotive would be 
called for, and on learning this fact 
the owners asked $7,000 of the in- 
surance company on the risk for the 
stranded engine. 

\fter having been met with a de- 
nial of his claim, the owner took the 
matter to court and recently the 
Ninth Circuit Court of Appeals in 
the case of North River v. Clark, 
80 FF. (2d) 202, reversed the award 
of the Federal District Court for 
West Washington, in which it was 
held that the locomotive was useless 
under the circumstances and that its 
stipulated value should be paid by the 
carrier. But the higher court said 
that the engine, in reality, had not 
been lost, either by fire or other 
causes, and the damage suffered did 
not come within the meaning of this 
policy. 

\nother question arising in the 
same case was that brought about by 
the receiver who asked for judgment 
under a policy covering damages to 
certain cars belonging to a large rail- 
road company, which had been used 
by the smaller railway, with the 
agreement that any damages sustained 
to the rolling stock would be paid to 
the lessor. Damages to the amount 
of $8,000 had been paid by the in- 
surance company to the railroad di- 
rect and the logging railway had been 
given a release of its liability. How- 
ever, the receiver claimed that the 
money should have been paid into his 
hands so that it might become sub- 
ject to the same reduction as the gen- 


eral creditors received on their 


claims. 
It was held by the Circuit Court 
of Appeals that there was a rider on 
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the policy providing that it covered 
legal liability only on the logging cars 
belonging to others, although the ori- 
ginal policy itself covered loss of 
cars. Since the liability of the log- 
ging company to the railroad had 
been released by the payment of the 
$8,000 there was no longer any lia- 
bility on which an action could be 
based against the insurance company. 
ee @ @ 


Arkansas Commissioner 
Shows Excess Cost of Cover- 


age Under Valued Policy Law 


COMMISSIONER U. A, GENTRY OF 
\RKANSAS, IN A MOST EFFECTIVE AD- 
dress before the Arkansas Associa 
tion of Insurance Agents, which re- 
cently met in his State, pointed out 
that the Arkansas fire losses in 1935 
were $1,624,610, and the extra 
amount added to the bill because of 
litigation and penalties imposed upon 
litigated losses with attorneys fees, 
etc., together with twenty per cent 
over-insurance which companies were 
compelled to pay under the valued 
policy law, made a total of $376,909 
over and above the amount which the 
insuring public in the State should 
have paid to actually indemnify 
losses. 

The Commissioner made a lasting 
impression with the figures he quoted 
and the common sense suggestions he 
made concerning remedies for the 
situation, 

ee @ @ 


Tornadoes Are Rough Cus- 
tomers This Year 


\N INTERESTING SUMMARY OF THE 
EFFECTS OF RECENT TORNADOES MADE 
by the Metropolitan Life Insurance 
Company shows a death toll of more 
than 500, mostly in Georgia and 
Mississippi. Looking back on the 
record of these great whirling wind- 
storms, the information (which was 
gathered chiefly from reports of the 
United States Weather Bureau), 
shows that severe losses of life are 
usually accompanied by heavy dam- 
age to property, and that tornadoes 
are to be encountered mostly in 
March, April and May, with the 
greatest destructiveness in the central 
Mississippi Valley and Texas. AI- 
though their path is seldom more than 
100 yards in width, their violent 
rotary motion around a verticle axis 
is responsible for their terrific de- 
structive power. 

The booklet has the following fur- 
ther to say: 

“Analysis of the annual reports and 
monthly reviews of the United States 


Weather Bureau discloses that over a 
series of twenty years, tornadoes have 
been most numerous and have been the 
cause of more than 5,000 deaths (this 
igure does not include deaths from wind- 
storms other than tornadoes, more par- 
ticularly the Florida hurricanes of 1926, 
1928 and 1935, which caused 2,148 deaths). 

“Tt is characteristic of this type of wind- 
storm that while some result in com- 
paratively little damage to life and prop- 
erty, because their course is over sparsely 
settled land, others sweep down upon 
populous areas, often leaving death and 
destruction in their wake. 

“The tornadoes of Tupelo, Miss., and 
Gainesville, Ga., early in April were catas- 
trophic. In the short space of probably a 
quarter of an hour they swirled, with their 
characteristic counterclockwise motion, 
across the business sections of these two 
prosperous cities, destroying everything 
within their path. 

“The tornado of March 18, 1925, how- 
ever, with 606 fatalities in Illinois alone 
(of which 242 occurred in the City of 
Murphysboro), leads all others in actual 
loss of life within the last twenty years. 
A death roll of seventy-nine, combined 
with property damage amounting to the 
stupendous sum of $25,000,000, made the 
tornado which cut through St. Louis, Mo., 
and a portion of Madison, Ill., on Septem- 
ber 29, 1928, a cataclysm which will never 
be forgotten. 

“In the last twenty years, 1916-1935, 
there have been 2,669 tornadoes in the 
United States, with an aggregate loss of 
5,246 lives and almost $233,000,000. Reduc- 
ing these figures to an annual average, 
there have been about 133 tornadoes a 
year, at an annual cost of 262 lives and 
$11,000,000 to $12,000,000 in property dam- 
age. 

“Annual fluctuations in frequency and 
losses have been great, but it does not fol- 
low that losses are greatest in the years 
when these storms are most prevalent. For 
example, the peak mortality of 794 was 
reported for 1925, when there were only 
119 tornadoes; in 1933 more than twice as 
many tornadoes occurred, but the death 
toll was not half as great. Severe losses 
of life are usually accompanied by heavy 
damage to property, as is yearly brought 
out in the accompanying table. Property 
damage was heaviest in 1927, when fatal- 
ities also were extremely numerous.” 


The Chicago Fire Record 


FIGURES RELEASED BY THE CHICAGO 
FIRE INSURANCE PATROL INDICATE 
that there was a 45 per cent increase 
in the number of fires in the city dur- 
ing the first three months of 1936, 
but a drop occurred in April so that 
there was a 10 per cent decrease be- 
low the corresponding month in 1934, 
but slightly more than in April 1935, 
the number being 655 as compared to 
643 a year ago. The city experienced 
two very bad months in January and 
February when the number ran to 
1,036 during the first month as com- 
pared with 706 in 1936, and 1,015 as 
balanced against 585 respectively 
this year and last year in February. 

(See Rear Pages for Other Notes) 
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IS IT POSSIBLE TO HEDGE AGAINST INFLATION? 


URRENT discussions regard- 
$ ing inflation relate in the main 

to two questions: Are we 
going to have inflation? and what 
can be done to protect against it ? Dis- 
cussion to date has turned for the 
most part on the first of these two 
questions. Obviously if inflation is 
not to be, the second question is of no 
immediate importance. It is equally 
obvious, however, that if some action 
is to be taken to protect against in- 
flation one cannot wait until it be- 
comes an actuality. To hedge against 
inflation it is necessary to act on the 
probability of its occurrence. 








By G. WRIGHT HOFFMAN 


PROFESSOR OF INSURANCE 
IN THE UNIVERSITY OF PENNSYLVANIA 


in 1935 only 45 of which a consider- 
able number pointed to the improb- 
ability of its occurrence. 

Despite this apparent downward 
drift in public interest the writer be- 
lieves the probability of inflation is 
somewhat greater today than it was a 
year ago and considerably greater 
than it was two or three years ago 
when public interest was at its height. 
The basis for this belief can be 
simply stated. In the first place the 
enabling laws pointing toward the 














Inflation Would Have a Direct Effect on the Price of Groceries 


Inflation Possibilities Persist 

UDGING by the volume of re- 

cent discussion on this matter 
one might easily conclude that the 
probability of inflation has now be- 
come rather remote. In 1933 the Jn- 
dustrial Arts Index of periodicals 
listed 125 articles on inflation most of 
which pointed to its likelihood; in 
1934 only 70 articles were listed, and 
possibility of inflation are still in 





force. The more important of these 
include the impounding of gold, the 
devaluation of the dollar, the Thomas 
amendment, the liberalization of dis- 
counting privileges to member banks, 
silver legislation. These acts, now of 
two years’ standing or more, have 
had time to show a partial effect in 
low interest rates and mounting sur 
plus reserves and bank deposits. In 
1927, 1928, 1929 and 1930 municipal 


bonds sold on a yield basis of around 
4 per cent. They are now selling on 
a 2.9 per cent basis. Industrials and 
rails are similarly on a lower yield 
basis than they were in pre-depression 
years.(') Surplus reserves are the 
highest in history and deposits have 
returned to the levels prevailing in 
1926 to 1929. These are the materials 
out of which rising prices grow. 
Coupled with this expanding surplus 
credit structure we have had a mod- 
erate but persistent upswing in the 
level of prices. 

The Government’s debt structure 
continues to grow. A soldiers’ bonus 
will add another 1% to 2% billion. 
On the credit side of this picture it 
should be noted that corporate earn 
ings are definitely on the upgrade. 
Furthermore the Department of 
Commerce’s estimates of unemploy- 
ment show a reduction from 15,071,- 
000 in March, 1933 to 10,606,000 in 
October, 1935. These are favorable 
indicators. Increased earnings should 
provide additional Federal revenues. 
The improvement in the unemploy- 
ment figure, while small compared to 
the total load still to be carried, sug- 
gests that in time this problem may 
be met. Very recently the Frazier- 
Lemke bill, obviously inflationary in 
character, was voted down in the 
House. 

Considered collectively these va 
rious elements pressing for and 
against inflation present a picture of 
a race against time. The present out- 
look points to further material con 
cessions to private and public credit 
with advancing prices. The evidence 
to date is insufficient, however, to 
warrant the belief that prices are 
likely to rise to uncontrollable levels. 

ee @ 
Possible Ways to Hedge 

:.. is one thing to anticipate ad 

vancing prices; it is quite an 
other to hedge against them. There 
have been numerous attempts to 
work out reliable plans but none has 
proved sufficiently flexible to meet 
the problem. The difficulty is due to 
the fact that those things which can 
be bought as a hedge do not parallel 
in price movement the items to be 
hedged. Wage earners and salaried 
men want to hedge against advancing 
prices of food, clothing, rent, fuel 
and light and similar items of retail 
trade. These things they cannot very 
well contract for in advance nor can 
they be bought and stored in advance 
for any length of time for obvious 


@) Cf. N. Y. Stock Exchange Bulletin, March 
1936, “Yields on American Bonds.” 
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Illustrations of the Extent to Which Commodity and Security Prices Move 


in 


Parallel relation—Quarterly Dates, 1913-1935. 


Data From U. S. Bureau of Labor Statistics and Standard Statistics, Inc. 


reasons of inconvenience, storage 
costs, deterioration, changing quality 
demands. 

Business men are interested in 
hedging against mounting costs of 
production—particularly raw ma 
terials and wages. They cannot con- 
tract forward for their wages nor as 
a rule for their raw materials. Ina 
few instances some provision has 
been made for raw materials supplies 
by increasing inventories though this 
has only limited possibilities. In a 
recent survey of 45 leading United 
States industrial corporations it was 
found that inventories of raw ma 
terials, semi-finished and __ finished 
goods had increased during 1935 only 
4.4 per cent.(2) This is about the 
equivalent of the rise in wholesale 
prices for the year. 

Other possible means of offsetting 
the effects of inflation include: 

The avoidance of a long position 
in money. With every advance in the 
level of prices there is a correspond- 
ing decline in the purchasing power 
of the dollar. Obviously dollars con 
stitute the poorest of hedges against 
price advances. Pushing the matter 
a step further it is argued that one 
should in fact be short of dollars to 


(*) Business Week, February 29, 1936, p. 9. 





as great an extent as possible. This 
involves borrowing and investing the 
credit in some material form, having 
due regard of course to one’s current 
financial obligations including the 
meeting of interest and principal on 
loans falling due. 

Beyond the general policy of using 
one’s credit as freely as possible the 
problem of what specific form of 
property to invest in arises. Four 
types of property suggest themselves : 
(1) a foreign investment in exchange 
or securities, (2) the purchase of real 
estate, (3) the purchase of stocks, 
(4) the purchase of commodities. 

Of these four suggestions the pos- 
sibility of foreign investment appears 
of least value at the present time. 
The position which the United States 
occupies in world finance together 
with present-day uncertainties among 
foreign countries do not encourage 
one to believe that a purchase either 
of foreign currency or foreign secur- 
ities would prove to be much of a 
hedge against rising prices in this 
country. Aside from the technical 


difficulties of foreign laws and secur- 
ity practice a knowledge of which is 
essential, there is little assurance that 
they too will not inflate if this coun- 
try does. Recent experience strongly 
suggests that they would. 


A considerably larger amount of 
thought has been given to the possi- 
bility of real estate and to a moderate 
extent this method has already been 
applied. In its best setting it offers 
an opportunity for one who does not 
now own his own home and is in a 
position to buy on credit. There is a 
broad correlation between real estate 
values and commodity prices. In the 
event of a moderate upward swing in 
prices, real estate values may be ex- 
pected to advance but at a somewhat 
slower rate. In the event of a large 
advance, it is probable that added 
taxes, increased maintenance costs 
together with legislation controlling 
rents would prevent additional ad- 
vances in real estate values. These 
limitations, together with the fact 
that the per item investment in real 
estate is large thus preventing any 
spread to assure that any particular 
investment will follow the general 
level of real estate values, render the 
problem of hedging in this field diffi- 
cult. There remain as_ possible 
hedges the purchase of commodities 
and/or the purchase of securities. 

e@®ee 
Theory of Commodity Hedging 
E have referred to the possibil- 
ity of hedging by accumulating 
a stock of commodities of use either 
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for personal consumption or in bus- 
iness. It would be interesting to know 
the aggregate of such “stocking up” 
at the present time. For any one in- 
dividual or concern such a program 
seems quite insignificant ; but for the 
entire country it has probably been a 
factor of considerable importance 
during the past two years in increas- 
ing the demand for commodities. 

Of wider importance as a means of 
hedging is the possibility of buying 
one or more commodities whose 
prices advance or decline as the level 
of the cost of living changes. Thus, 
if food and clothing prices should 
rise say 100 per cent this loss in pur- 
chasing power might be offset were 
one long at the same time an amount 
of one or more commodities which 
could be sold at double their purchase 
price. Conversely if food and cloth- 
ing prices decline the gain in pur- 
chasing power of the dollar will serve 
to offset the loss on the commodity 
held as a hedge provided the latter 
declines in equal proportion. 

Obviously the success of a hedge 
of this kind depends largely upon the 
parallel price relationship between the 
commodities being hedged and those 
being used as a hedge. If one were 
to buy cotton as a hedge against 
clothing and a general advance of 
prices followed it is very unlikely 
that the price of cotton would ad- 
vance to exactly the same degree as 
clothing. If it advanced more rapidly 
then a profit would result ‘on the 
hedge which would more than offset 
one’s loss of purchasing power due 
to higher clothing prices. On the 
other hand if cotton prices did not 
advance as rapidly as clothing prices, 
to that extent the hedge would fail 
to accomplish its purpose. 


Price Comparisons 


S an objective test of just how 

closely various commodity and 
security prices have correlated with 
cost of living prices during the past 
20 years, Figures 1 and 2 have been 
prepared. All of the curves have 
been plotted to show the percentage 
changes in prices at 3-month intervals 
from 1913 through 1935. By plac- 
ing each series on a percentage basis 
one can compare directly the extent 
to which each series has varied rel- 
ative to every other series. Obviously 
this is the only way a wide variety of 
price series can be fairly and accu- 
rately compared. Thus if the price 
of cotton advanced from 12 cents 
per pound to 18 cents per pound it 
has advanced 50 per cent. Similarly 
if the composite price of clothing ad- 
vanced from $16 to $24 this too con- 
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stitutes a 50 per cent increase. In 
chart form these two 50 per cent ad- 
vances are given exactly the same im- 
portance. For convenience in study- 
ing the various curves they have been 
placed at different levels to prevent 
the lines intersecting. 

At the top of Figure 1 are shown 
three curves of retail cost of living. 
The top one is all inclusive, repre- 
senting proportionate amounts of 
food, clothing, rent, fuel and light 
and sundries which enter to make 





Prosperity is Reflected in Railroad Activity 


up the usual family budget. The 
other two curves are break-downs of 
this total representing typical family 
expenditures for food and for cloth 
ing. Between the years 1914 and 
1920 these index show an advance in 
prices of roughly 110 per cent; from 
1920 to the low in 1922 they declined 
about 30 per cent ; from 1922 through 
1929 they remained fairly constant : 
from 1929 to 1932 another decline of 
35 per cent occurred and since 1932 
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they have advanced approximately 25 
per cent from their low. These 
changes in the general level of liv- 
ing costs have caused corresponding 
inverse variations in the purchasing 
power of the consumers’ dollar. 
The other curves in Figures 1 and 
2 illustrate the extent to which these 
variations in the consumers’ dollar 
would be neutralized by an offset- 
ting hedge. Three commodities are 
shown in Figure 2: butter, cotton and 
wheat. These three were selected for 
reproduction out of a group of 15 
commodities tested.(*) Wheat and 
cotton are shown because there is a 
large open market for these com- 
modities: butter was chosen because 
it conforms more nearly to the curves 
of cost of living than any of the other 
commodities and at the same time 
has a fairly large and open market. 
In the lower part of Figure 1 is 
shown an index of industrial stock 
prices. Despite the fact that indus- 
trial stock prices show relatively little 
correlation with cost of living prices 
their relationship is somewhat closer 
than either rail stock prices or utility 
stock prices. 
It is obvious from an inspection of 
these price series that to attempt a 
hedge by buying either stocks or 
commodities involves a very large 
amount of risk. There is in fact only 
a rough correlation between retail 
costs of living and any one or more 
of these series. With respect to stock 
prices it is especially noteworthy that 
during the war years, when cost of 
living advanced some 110 per cent, 
stock prices at the highest point rose 
only 75 per cent. Following the war 
period and especially after 1924 stock 
prices rose over 225 per cent to Sep 
tember 1929 while retail living costs 
advanced little if any. Buying stocks 
as a hedge during this period would 
have yielded a splendid profit. From 
1929 to 1932 the reverse would have 
been true to yield a large loss. Since 
1932 stock prices have again risen 
more rapidly than living costs. 
What was true of stocks was also 
true of cotton or wheat; they rose 
more rapidly during the war years, 
fell to greater depths after the war 
and again in 1932 and have shown a 
greater recovery since 1932. In ad- 
dition to the influence of inflation 
during the war and deflation from 
1929 through 1932, both wheat and 
cotton have been affected by crop 
conditions (boll weevil, drought) to 
introduce further sizable swings in 
price. The principal difficulty, how- 
ever, in using either stocks or com- 
(Continued on Page 27) 


(8) The 15 for which charts were drawn include 
wheat, corn, cotton, butter, coffee, hides, silk, pig 
iron, copper, cement, wool, bituminous coal, crude 
petroleum, lumber and rubber. 
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California Jails Arsonist 


THOSE WHO THINK THAT CALIFOR- 
NI\ WOULD BE A NICE PLACE TO LIVE 
after burning up property and col 
lecting 
moral lesson by observing the case of 
Jesse Vinson of Loma Linda, who 
received, instead of a good size check 
from the company, a sentence in the 
County jail and three years on pro 
bation after he gets out. The Vinson 
residence, which was proved to have 
been covered for much in excess of 
its real value, was burned in the 
course of a plot with the nephew of 
the owner. This is typical of what 
has happened in many sections of the 
country where the crime of arson 1s 
receiving more and more attention 
from companies and law enforcement 
officials. 


insurance, received a good 


Rate War in the 
Golden West 


REPORTS FROM THE FAR WEST STATE 
rHAT A FIRE INSURANCE RATE WAR 
threatens Well! Well! The so- 
called board companies must have had 
to take a few on the chin. As a mat- 
ter of fact, a rate war has been going 
on for years, with the so-called board- 
ers doing most of the rate cutting in 
an attempt to wipe out the non 
boarders. Isn’t it strange how the 
mighty will cry in anguish when the 
other fellow strikes back. Standard 
rates in the Far West? If such an 
animal ever existed, the equity rating 
dinosaur swallowed him long, long 
ago—bones and all. 

Standard rates! Where do they 
get that stuff ? 


What “’Uncle Frank’’ Thinks 
About It 


itt INSURANCI FIELD QUOTES 
COMMISSIONER JULIAN OF ALABAMA 
as follows: 


“Uncle Frank Says to Cut Out the 
Griping” 

“Stock fire and casualty insurance 
agents are making too big a bugaboo 
about mutual competition in the opinion 
of Frank N. Julian, Alabama Superin 
tendent of Insurance, who cited figures t 
show that mutuals wrote only 19 per cent 
of the total premiums collected in the 
State in 1934, the last year for which com- 
plete figures are available. In that year 
\labama premiums of stock companies in 
cluding fire and other than fire, amounted 
to $6,218,684, the agents getting $1,343,338 
in commissions. Premiums paid to mu- 
tuals, fire and other than fire for 1934 
totaled only $344,983. 

“Ouit alibying and complaining,” said 
Superintendent Julian, who urged better 
organization among the stock agents 
“Mutuals are not going to destroy your 
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business. Mutuals have been in existence 
as long as stock companies. Quit griping 
when you lose a risk—go out and get a 
new one!” 

“Quit griping” is rather pic- 
turesque language and apparently 
“Uncle Frank’ is getting a little sick 
of it all. 

ee @® ® 


Clever These Chinese! 


IN DISCUSSING INSURANCE TRENDS 
WITH A COMPANY MAN THE OTHER 
day, the discussion drifted to “com- 
missions.” We were reminded of 
the fact that the scheme to graduate 
commissions which the stock compen- 
sation companies tried to force 
through in 1932 failed to receive de- 
partmental approval in any rate reg- 
ulated state. We were told that one 
of the reasons for this was a matter 
of strategy. It seems to be the opinion 
of some that the companies should 
have first sold the idea to one or more 
of the insurance commissioners to the 
point where on the surface, at least, 
the “push” would have seemed to 
have come from a great public de- 
mand. 

Sounds like a good idea, even 
though it could not have worked. 
We have too high a regard for the 
intelligence of the insurance com- 
missioners to believe that any one of 
them could have then or would now 
fall for such a scheme. 


Pay as You Kill 


“THE WHOLE COMPULSORY INSUR- 
\NCE SCHEME IS ABOUT ON A PAR 
with the primitive custom of permit- 
ting the purchase of immunity from 
misdeeds. * * * I do not favor 
substituting for the humane slogan 
‘Safety First’ the selfish and alto- 
gether barbaric creed, ‘Pay as You 
Nill’, although this characterization 
of the ultimate effect of compulsory 
automobile insurance may seem at 
first rather crude and harsh, yet I be- 
lieve it tells the whole story better 
than pages of argument.” This quo- 
tation from a speech delivered by 
Henry Swift Ives has received a 
great deal of attention in the insur- 
ance press. : 

The public demand that “some- 
thing be done” cannot be satisfied 
with oratorical catch phrases. Those 
who suffer physically or financially 
because of their own injury, or be- 
cause of the loss of the wage earner 
of the family in an automobile acci- 
dent for which the other fellow is 
responsible, find no comfort in the 
fact that the insurance companies and 
the automobile manufacturers are 
trying to make “safety first’? the 
watchword. 


‘ 





The answer may not be “com- 
pulsory automobile insurance” or the 
“gadgetory control” of the speed of 
the automobile. The insurance car- 
riers and the automobile manufactur- 
ers are the logical people to develop 
a sane program. Considering the 
matter broadly, it is evident that they 
have not measured up to the task. 
The public is ready and eager for real 
leadership. To the public “Pay as 
You Kill” is to be preferred to “Kill 
without Paying”’. 


No, the accident problem cannot be 
solved by slogans. 


Misinformation 


IN THE MAY 18, 1936 IssUE o1 
BARRON’S, THE NATIONAL FINANCIAL 
Weekly, there appears an article en 
titled, “The Oldest Fire Insurance 
Company.” We hurriedly turned to 
page nine expecting to find an in- 
teresting account, from a fresh point 
of view, of the organization and 184 
year record of The Philadelphia Con- 
tributionship for Insurance of Houses 
from Loss by Fire. Instead, we 
read, “Sixteen years after the Dec 
laration of Independence was signed 
in Independence Hall in Philadelphia, 
in the same room the founders of the 
Insurance Company of North 
America gathered in 1792 to form the 
first fire and marine insurance com- 
pany in the country. The initial cap 
ital was $600,000, a large sum in 
those days—* * * *,” 


l‘or the benefit of Mr. Abbott, the 
author, we call his attention to the 
organization of the Philadelphia Con- 
tributionship for Insurance of Houses 
from Loss by Fire, a mutual fire in- 
surance company, twenty-four years 
before the Declaration of Independ- 
ence. The mutual is forty years 
older. We are just a little disap 
pointed for we rather look for ab- 
solute accuracy in so important a 
publication as “Barron’s.” 


In describing the early beginnings 
of the company, the author made the 
interesting statement that ‘Rates 
were made by guesses and the neces 
sities of competition.” 


It may be said in passing that that 
observation may almost as justly be 
made of the situation as it exists 
today. 


Somewhat earlier in the year Mr. 
Abbott, in the course of an article 
on “Fire Insurance Stocks For In 
vestment” had the following to say: 

“Despite the fact that the cost of fire 


(Continued on Page 26) 
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Law Enforcement Bodies Should Study the Nature and Location of Every Motor Acctdent 


AUTO ACCIDENTS CAN BE REDUCED 


EOPLE for the most part do not 

yet believe that automobile acci- 

dents can be prevented. Despite 
the ever-growing evidence, they are 
still inclined to accept them as inevit- 
able, and, because there is seldom a 
mishap which had a single, simple, 
isolated cause (most of them occur- 
ring from a tangle of causes both 
physical and psychological), it is easy 
to believe that accidents are not the 
fault of individuals, but the result of 
the inexplicable and evil machinations 
of some malignant power, without 
doubt the devil himself. 


That is why many persons in au- 
thority, who are anything but in- 
humane, regard with a pitying smile 
or even a hostile eye the assurances of 
the eager safety man that the devil 
has nothing to do with the case, that, 
on the other hand, accidents are of 
human origin, that they can be pre- 
vented, and moreover, that he knows 
how to prevent them. 


This calls to mind a conversation 
not very long ago with the mayor 
of an eastern city. He knew that the 
automobile death rate of his city was 
worse than the national average and 
far worse than the average rate for 
the three cities nearest his. That is, 
he knew this after I had told him. He 
had never, apparently, been conscious 
of such a thing as an accident rate 


before. 
, 


“Don’t you think that there may be 
some means of bringing the rate into 
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line with these other places?” I asked 
him. We were standing at a window 
in his office which overlooked a busy 
street intersection. 


“No, I don’t and I'll tell you why,” 
he answered in a voice at once kindly 
and firm. “You see that intersection 
there? Well, University Avenue— 
that’s the main street—is a through 
street, and you notice that there are 
signs up requiring automobiles ap- 
proaching on Scoville to stop before 
entering University. 


“Now, then, I have been under 
considerable pressure to call in a con- 
sulting engineer to study this corner 
and others where accidents seem to 
happen frequently. It’s ten to one 
that in this case he would recommend 
doing away with the stop signs and 
installing expensive signal lights. He 
would make a confident gesture and 
state that accidents would cease. 


“But they wouldn’t. They 
wouldn’t because of the innate con- 
trariness of people and the strange 
way things happen. Our last serious 
accident here occurred in broad day 
light in clear weather. A young fel- 
low drove up Scoville at 40 miles an 
hour, sped right into University with- 
out even slowing down, struck and 
caromed off a truck which was in the 
intersection, and knocked down a 
high school boy who was standing on 





the curb with his books under his arm 
—and killed him. 


“As it turned out the driver of the 
car had been drinking. But think of 
the other circumstances. If the truck 
had reached the corner a moment 
sooner, the car would not have struck 
it. If it had arrived a moment later, 
the car would have hit it head on and 
stopped. If the boy had been stand- 
ing ten feet one way or the other 
from where he was standing, he 
would be alive now. It is fate I tell 
you and the survivors are lucky. Do 
you think that that driver would have 
obeyed a red light any more readily 
than the stop sign? No sir. And do 
you think that a consulting engineer 
could have prevented the accident? 


No.” . 


The attitude of this official, 
whether we like it or not, reflects 
the attitude held even today by most 
people. “If I get hit, I get hit.” 
With no confidence in preventive 
efforts anyway and not wanting to be 
bothered by a new and difficult offi- 
cial responsibility, the mayor had hit 
upon what he thought was an un- 
answerable argument against any 
effort in this direction. Of course a 
“stop and go” signal would not have 
deterred the intoxicated young man. 
Prevention is not so simple as that. 
3ut would the mayor make the equi- 
valent statement that since all crimi- 
nals are not caught and punished, 
cities should make no effort to catch 
and punish any criminals? 
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Still, his is the common attitude 
toward accidents. It was, as a matter 
of fact, the attitude of the American 
industrialist toward accidents in his 
plants two or three decades ago. The 
industrialist’s attitude has been 
changed just as the official’s will be. 

eee 

ERHAPS a brief resumé of the 

industrial safety movement would 
show how complicated is the preven- 
tion of work accidents—and how 
perplexed and mazy accident preven- 
tion must be on our streets and high- 
ways too. Perhaps, also, the resumé 
would demonstrate the almost incred- 
ible results which may be expected. 

Two or three decades ago, it will 
be remembered by many, the Ameri- 
can employer held the opinion which 
he had inherited from his predeces- 
sors that accidents occurring to his 
men were of small concern to him. 
They were deplorable to be sure and 
he wished they would not happen if 
for no other reason than that fre- 
quently expensive machinery was de- 
stroyed as men were killed, and a 
disaster cut efficiency and raised hob 
with morale. 

Otherwise they merely represented 
exigencies of work from which he 
must protect himself by the use of 
corps of attorneys skilled in settling 
claims for as little as possible, for 
nothing if possible. Our industrial- 
ists were thinking of other things 
beside men and their woes. They 
were mastering their processes, and 
since new uses for their products 
were being discovered rapidly and the 
demand was enormous, they were in- 
tent upon piling up fortunes. 

Moreover their defenses, embodied 
in the ancient common law, stood as 
rigid bulwarks against the possible 
onslaught slain worker’s survivors. 
It was difficult to get the company to 
pay adequate damages for the death 
or injury of a man. For if it could 
be proved that negligence on the part 
of the injured or killed employee 
caused or contributed to the accident, 
or if it could be shown that another 
employee (a “fellow worker’) was 
wholly or partly at fault, the company 
was clear of blame in the eyes of the 
law. In addition, there was the rule 
that in applying for the work, the 
employee had assumed the risks of 
his job. 

Speaking broadly, there was 
scarcely any interest on the part of 
management in the prevention of ac- 
cidents at all. Nobody thought of 
investigating one to ascertain the 
cause, so that recurrences might be 
avoided. Factory owners, steel mas- 
ters, railroad executives were hard 
men up from the ranks playing a hard 
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game ; it was only natural that some- 
body was going to get hurt. Some- 
body did get hurt. Tens of thousands 
of workers got killed and the crippled 
and maimed were uncounted. These 
conditions existed in the memory of 
men who are not retired even yet. 
Ask the one-armed flagman who 
minds the grade crossing down the 
street. Go into the punch press de- 
partment of any long established firm 
and shake hands with a few old- 
timers. You'll discover yourself 
shaking knobbed stumps, not hands. 
Best of all, spend an hour with the 
veteran safety engineer of a big steel 
mill. Let him tell just a little bit 
about his early struggles for the rec- 
ognition of safety in the plant. 
Conditions became so bad _ that 
newspaper men and magazine writers 
discovered a rich mine of fresh 
“copy” in them. Mills and factories 
were termed slaughter houses in the 
public press and callous foremen and 
superintendents, butchers. Ambu- 
lance bells clanged daily down the 
company streets and sometimes when 
an unusually heavy “slip” occurred in 
a blast furnace, a dozen men would 
leave on stretchers with their faces 
covered up. Adjectives such as ter- 
rible, frightful, awful were used in 
their pristine vigor. Conditions were 
worse than they could be painted. 
They were so bad that a phlegmatic 
public, at last aroused, demanded re- 
form. The legislature in state after 
state was forced to knuckle under, 
and despite powerful lobbies of the 
frightened employers, they passed 
workmen’s compensation bills. Thus 
the old common law defenses were 
abrogated and the corporations were 
required to provide compensation for 
all work accidents on their properties. 
eee 


PON the passage of the laws ac- 

cidents began to cost money. 
They cost real money and there was 
no escape. It had long since dawned 
on a few of the more progressive em- 
ployers, that if accidents could be 
prevented, operating expenses would 
be reduced, and a humanitarian cause 
would be served. Now many em- 
ployers began to play a little bit with 
such an attractive idea. 

They inspected their plants. Here 
was the machine where powerful Olie 
Olson lost his life. Let’s see. Olie’s 
sleeve got caught in a revolving gear 
while he was oiling and he just got 
wound up and crushed to death. 
That accident couldn’t have happened 
if the gears had been enclosed. It 
wouldn’t have happened in all proba- 
bility if he had worn appropriate 
clothing. Maybe also we should have 
a rule requiring men to stop ma- 


chinery before oiling or adjusting it. 
Would that be going too far? 

And in this paper mill is the guillo- 
tine cutter where Steve lost his hand 
at the wrist. Awful thing. You 
could hear his screams out on the 
street. Could we arrange the controls 
so that the knife could not be drop- 
ped unless both of the operator’s 
hands were in the clear? 

Here are the punch presses. How 
many fingers have they chopped off ? 
Let’s watch the girl at work. She 
takes a little piece of metal, puts it on 
the die, touches a treadle with her 
foot, and down comes the ram with 
the force of a ton of steel. Sometimes 
the presses are tripped before fingers 
are out of the way ; sometimes the in- 
fernal things “double-trip” when the 
treadle has been touched only once. 
What to do? Maybe we could build 
little finger guards around the danger 
zone and feed the metal in with pin 
cers. 

The guarding of machinery was 
the first and most obvious method 
employed. The desire was to make 
machines fool-proof. But the dis- 
covery was soon made that only a 
minor percentage of mishaps could 
be prevented this way. Since records 
were now maintained of accidents 
classifying them as to their cause and 
nature and place of occurrence, it 
was manifest that machinery acci- 
dents were but a part of the total 
and in many operations a small part. 
You could guard machinery till you 
couldn’t see it without preventing 
such an accident, for example, as a 
fall down stairs. And falls were fre- 
quently as costly both from the hu- 
manitarian and economic point of 
view as the worst of machine acci- 
dents. Men died and were perma- 
nently crippled by fractured skulls 
and broken backs. 


S' ), the whole plant must be 
guarded. Again the managers 
walked through the departments. 
This time they discovered stairways 
with broken treads and no handrails. 
They saw aisles cluttered with tools, 
materials, and other stumbling blocks. 
They found floors, over which men 
carried heavy loads, slimy and slick 
with oil and grease. They found 
heavy bars and pipes of all sorts of 
materials piled high and precariously, 
waiting for the merest inadvertence 
to send them thundering down to pin 
men underneath. They found fire 
extinquishers empty and useless and 
others made all but inaccessible by 
rubbish which had been permitted to 
accumulate around them. So house- 
keeping became a plant word and be 
fore long many a shop could vie with 
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a well ordered home for neatness. 
Illumination was improved; walls 
and ceilings were painted white ; rules 
were strictly enforced against litter- 
ing the premises. 


Still accidents occurred. Even with 
well guarded machinery in a well 
ordered shop particles flew off abra- 
sive wheels; molten metal slopped 
out of dippers; men dropped heavy 
objects on their feet and a score of 
other kinds of mishaps took place. 
It was decided to guard the men. 
They were provided with goggles to 
protect their eyes; they were equip- 
ped with safety shoes which would 
withstand heavy weights; they were 
given hats in occupations such as 
quarrying where the danger from 
falling objects was great; they were 
equipped with shin guards and pro- 
tective leather aprons in foundries; 
they were fitted with gas masks when 
work took them into tank cars and 
mines known to contain poisonous 
vapors. 

But more than guards was needed ; 
for the physical side of the problem 
was found to be a minor side after 
all. The men themselves and their 
attitude and habits presented the most 
difficult problem—far more difficult 
than devising a housing for high 
speed gear or determining the safe 
dimensions of a pile of pigiron. An 
educational campaign was inaugu- 
rated. 
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HE first educational effort took 

the form of caution signs and 
safety posters placed at strategic loca- 
tions through the works and an occa- 
sional safety rally at which more or 
less inspirational speeches were de- 
livered to the men. The awful results 
of accidents were pointed out graphi- 
cally and a good many of these les- 
sons sank in. 

Safety rule books were then pre- 
pared and men were required to 
study them. Conferences were held 
of plant superintendents, of foremen, 
and of the men themselves. At these 
meetings accidents which had occur 
red were discussed and suggestions 
for safety were threshed out. The 
new worker was put through a thor- 
ough-going course in job training so 
that from the first he would have safe 
habits. Efforts were made to fit the 
man to the assigned task. This was 
accomplished by means of physical 
examinations and tests of sight and 
hearing. Moreover the man’s per- 
sonality was taken into consideration. 
A nervous, high strung person was 
not given monotonous work involv- 
ing danger. Information was distrib- 
uted on health and industrial dis- 


eases. 
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A disciplinary program was de- 
veloped. Of what use were rules if 
they were disobeyed? Why spend 
time and money making minute stud- 
ies of safe procedures on jobs if the 
men did not follow the procedures? 
In many plants infractions of basic 
rules were punishable by reprimand, 
by layoff or dismissal. In others 
awards were offered for long records 
without a reportable injury. In prac- 
tically all plants it was made known 
that the management frowned on un- 
safe practices and approved of men 
who worked safely. Thus in time 
it was discovered that prudent men 
got along a little faster, and many of 
the imprudent men eliminated them- 
selves by accidents. Today in hun- 
dreds of plants foremen and higher 
executives are held equally liable with 
their men for accidents which occur 
in their departments. 

Finally, as a last step in the safety 
program, came what was called en- 
gineering revision in which machines 
and shops and even whole plants 
were redesigned from the point of 
view of safety. It was now known 
that safety and efficiency were syn- 
onymous, that the safe plant was 
the efficient plant and vice versa. 


eee 

HUS the industrial safety move- 

ment in the United States started 
out with guarding. It ended with 
careful education, strict discipline 
and the redesign of machines, proc- 
esses, and plants. Only, of course, 
it never ends. 

Has it succeeded, despite the “in- 
nate contrariness of people and the 
strange way things happen,” to use 
the words of my eastern mayor? Yes, 
the industrial safety movement has 
succeeded and one need adduce but 
a fraction of the available data to 
prove the point. 

Let us inspect the records of two 
industries first, because their records 
go back a long way and because these 
two industries were originally more 
dangerous than most and as danger- 
ous as any and still are inherently 
very hazardous—the steel and the 
railroad industries. 

For the results of the safety pro- 
gram in the steel industry I shall 
quote from the September, 1933, is- 
sue of the Monthly Labor Review 
of the United States Bureau of Labor 
Statistics. “During the 26-year 
period from 1907 to 1932,” this re- 
port states, “the number of accidents 
per million man-hours worked has 


been reduced 78 per cent—from 
82.06 to 18.06—while the time lost 
through accidents per 1,000 man- 


hours has been cut 68.3 per cent— 
from 6.90 to 2.19.” (The number 
of accidents per million man-hours is, 
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of course, the frequency rate, and the 
time lost per thousand man-hours the 
severity rate. ) 

The record of the railroads is com- 
parable. In 1913, 3,715 fatal acci- 
dents occurred to employees. In 1934 
this figure was 556, which is a de- 
crease of 73 per cent. 

Trends in the accident experience 
since 1926 of four other basic in- 
dustries as shown in reports to the 
National Safety Council are as fol- 
lows: 

PAPER AND PULP—Frequency 
rate reduced 58 per cent; severity 
rate reduced 37 per cent. 

CHEMICAL—Frequency rate re- 
duced 58 per cent; severity rate re- 
duced 12 per cent. 

PETROLEUM—Frequency rate 
reduced 50 per cent; severity rate 
reduced 17 per cent. 

PUBLIC UTILITIES—Fre- 
quency rate reduced 78 per cent; 
severity rate reduced 66 per cent. 

eee 

F it is true that men are so “in- 

nately contrary” that they will 
persist in dangerous habits, how can 
city officials explain such records as 
these? Would they say that work 
habits are less deeply imbedded in 
men than driving habits?. Would 
they say that a man loves life more 
when he is at his bench? 

The fact is that the public safety 
movement finds itself today at the 
place where the industrial safety 
movement was a generation ago— 
just prior to the passage of the com- 
pensation laws. Once again safety 
is good magazine and newspaper 
“copy”. Once more a_phlegmatic 
public is becoming aroused. Once 
more responsibility is going to be 
pinned on somebody and that “some- 
body” would be wise to prepare. 

Who is in the position of responsi- 
bility for the prevention of public ac- 
cidents? Well, in sooth, who but the 
officials who have been elected to 
manage our cities and states and to 
make laws and enforce them? They 
are the only ones who can repair and 
widen streets and highways, set back 
curbs, remove obstructions to view, 
install signs and signals, and perform 
the other functions of an engineering 
character which must be performed if 
our physical plant is to be safe. They 
are also the ones who pass ordinances 
and statutes governing traffic and the 
ones who direct the enforcement offi- 
cers. And it must be remembered 
that these police officers represent at 
one and the same time the only force 
which can curb the irresponsible few 
and the most potent force to guide 
and teach the many who really desire 
to be safe. 

(Continued on Page 27) 
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Problems Encountered by an Insurance Commissioner 


T seems almost paradoxical that 

I, the representative of a great 

State Department, should come 
before a group of business men ad- 
vocating greater regulation of a vast 
business which involves more than 
$35,000,000,000. Business men in 
these troublous times seem to feel 
that any sort of Government or State 
regulation could, and should be, dis- 
pensed with. However, by your in- 
vitation, you have implied that we, 
the State Commissioners of Insur- 
ance, can aid you in your problem of 
reducing costs. You are correct in 
your assumption. 

The primary duty of the Insurance 
Department of any state is toward 
the buyer of insurance. The exist- 
ence of an insurance commissioner 
cannot be justified for any other rea- 
son. While from time to time it may 
be necessary for one to make criti- 
cism of companies and producers, 
still those men must realize that in so 
doing I am merely carrying out this 
mandate of my office. 

It has been our aim in the Com- 
monwealth of Massachusetts to aid 
the buyer of insurance first of all! 
Our recent revision of the Working- 
mens Compensation Manual, our rec- 
ognition of the retrospective rating 
plan, our establishment of the graded 
commission, and the request for the 
reduction of fire insurance premiums 
are all based on our desire to do our 
share to help the business man get 
on his feet by reducing the cost of 
doing business. 

For years business has analyzed its 
costs. Studies have been made of 
methods of gaining greater efficiency. 
Expenses have been cut. Profits have 
been shaved to a thin margin. The 
one uncontrolled element and the one 
uninvestigated element of cost in the 
entire field of business is that of in- 
surance. eee 
oo plete as it may seem bus- 

iness men have the weirdest ideas 
as to what constitutes a good insur- 
ance policy. The insurance business 
is so intricate and involved, with so 
many competitive practices and com- 
petitive ideas, that it is quite difficult 
for the average business man to com- 
prehend exactly what insurance 
means. I find that a great many men 
given a policy with a sufficient amount 
of engraving and color on the mar- 
gin, and sufficiently couched in ob- 
scure and difficult-to-understand legal 
phrases, will consider that a valid 
policy of insurance, provided the 
price is low. 

When confronted with the neces- 
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sity of paying for a policy, many of 
you look with alarm at the cost. Be- 
cause in the interests of solvency and 
security the State has favored a sort 
of price combination, many of you 
have been unable to vary from the 
established price except by illegal 
means, such as rebating. Shopping 
around in the market, you have from 
time to time discovered a cheaper 
form of insurance, but, gentlemen, 
may I preface my entire remarks by 
saying that there are no bargain days 
or mark-downs in the insurance bus- 
iness. You get what you pay for, and 
nothing more. When you save money 
on insurance because of under-cut- 
ting in price, you lose in security and 
you lose in protection. When the 
policy of one company varies from 
that of another, there is always some 
reason. 

Profit-sharing plans which reduce 
the cost of insurance are usually loss- 
sharing plans. They are as good as 
the solvency of the company that 
offers them. Strong well-regulated 
stock and mutual companies present 
the minimum of risk. On the other 
hand the history of insurance is full 
of the wreckage of Lloyds and recip- 
rocal exchanges. When you take a 
policy of insurance you should not 
only consider your cost, but also your 
liabilities. Remember that a “penny 
wise, pound foolish” policy is not 
good business. It is oftentimes better 
to pay an additional cost in an ad- 
mitted, strong, well-regulated com- 
pany than to pay a lower price in a 
nonadmitted company, which seems to 
be strong by reputation. I think that 
the business men of this country 
should have learned a lesson from the 
K\rueger-Toll disaster. By reputa- 
tion that firm was one of the strong- 
est in international circles. State su- 
pervision is a guarantee of strength; 
reputation alone is valueless. 

In my state I have found that there 
are many good business men who 
have been buying what they consid- 
ered “insurance” from nonadmitted 
companies. Now a nonadmitted com- 
pany in my state is one that either 
has not applied for admission or does 
not measure up to the standards that 
we have set in our department. It 
does not necessarily mean that the 
company is insolvent, but somehow 


or other we do not approve of its 
business methods, its business set-up, 
or its financial statement. Such com- 
panies oftentimes charge lower rates 
than admitted companies. They are 
able to do so, because when you buy 
a policy of insurance in such a com- 
pany you are taking some additional 
risk. I can give you no protection 
under those circumstances in my state. 
Business men should and must real- 
ize that. There is no way to beat the 
game. The best guarantee that you 
could get, no matter what state you 
do business in, is state supervision. 
The Commonwealth assumes the ob- 
ligation of saying that it believes, that 
to the best of its knowledge, that such 
a company is able to pay not only its 
present obligations, but also all future 
obligations that might arise under the 
contract. ee e@ 


HE first question that has been 

proposed to me is, “To what ex- 
tent is insurance cost controlled by 
law?” Perhaps we could proceed in 
a more orderly fashion if we under- 
stood just what is implied in the word 
“costs.” The best explanation is in the 
simple algebraic formula “ILOSSES 
plus EXPENSES plus PROFIT 
equals COST.” Most of you think 
that the State has control over all 
three of these elements, but nothing 
is further from the truth. 

The first element in our formula, 
LOSSES, should be based upon ac- 
tual experience plus indicated ten- 
dencies of the future, because when 
we use the term “loss” we imply the 
term “expected loss.”” How does the 
State control losses ? 

The State has no control, except 
indirectly. Regulations such as high- 
way rules, building laws, industrial 
safety plans, fire prevention methods 

-all serve to keep losses within con- 
trol. Standard policy regulations, 
workingmen’s compensation law, 
court decisions enlarging liability— 
these tend to increase the loss cost. 

The State can check losses, but 
cannot eliminate them. The building 
of safe highways and grade crossing 
bridges, the inspection of industrial 
plants, the maintenance of medical 
units—all of these and many others 
serve to decrease losses, but they add 
to the expense of government. 

Fire departments, police depart- 
ments, and health departments cannot 
eliminate entirely the effects of care- 
lessness and thoughtlessness. The 
safety councils in your various com- 
munities have done excellent work, 
but losses still continue. No human 
agency can eliminate losses. 
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Let us consider the second element 
of our formula—EXPENSE. The 
expense of doing business has caused 
the greatest increase in insurance 
costs. Taxes, acquisition, and home 
office expense are the three major 
items. 

ee ee @ 

IRST of all let us consider the 

much discussed question of taxa- 
tion. You know, if I listened to 
everything that was said about taxa- 
tion, I would begin to believe that 
nearly 50% of the cost of insurance 
was absorbed by Federal, State and 
local taxes. Yet, on examination, the 
figures indicate that at the most taxes 
represent between 3 and 4 per cent. 
of the premium rate. Some saving 
can be made here, because the origi- 
nal purpose of this taxation was to 
meet the expenses and costs of super- 
vision and regulation. And yet, in the 
Commonwealth of Massachusetts last 
year we collected more than $4,500,- 
000 dollars from the insurance com- 
panies in the form of premium tax 
and that amount would have been 
sufficient to run the insurance depart- 
ments of every single state in the 
union. Our state used about six per 
cent. of this money to run our entire 
Department, and at that we were 
criticized for wasting the taxpayers’ 
money. 

Taxation is not the item that causes 
the increase in expense. Let us turn 
our attention to some of the other ele- 
ments, viz.; acquisition costs. “When 
you go to your lawyer or your ac- 
countant you expect to pay his fee 
for the expert advice given. The 
same is true in the field of insurance. 
The competent licensed agent and 
broker, who is an expert in his line, 
is worthy of his hire, and a reason- 
able and just acquisition cost can 
readily be justified. However, in the 
field of competition, this acquisition 
cost has increased by leaps and 
bounds, so that today it is beyond 
reason. In my state alone I have 
found acquisition costs and commis- 
sions as high as 40% being paid on 
fire premiums because of competition. 
Most of you men do not specify the 
company in which you want your 
business to be placed so the agent or 
producer has a large volume of busi- 
ness which he could take to any com- 
pany that he pleases. Consequently 
because he controls such a volume of 
business, companies enter into com- 
petitive bidding in order to obtain the 
best of his risks. This type of agent 
is paid the high percentage of ac- 
quisition. 

The peculiar part of the entire set- 
up is, that if at the end of thé year, 
you, the buyer of the insurance, have 

produced a good low loss ratio by en- 
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gineering and carefulness, you do not 
receive this saving, but it is handed 
on to the agent in the form of con- 
tingent commission, because he is 
presumed to have put the pressure on 
you to such an extent that you 
brought about this desirable result. 
The only way you can get that money 
back is to have him make a rebate to 
you. Of course, as you know, that 
is illegal. 

Home office expenses are the next 
contribution to the cost of insurance, 
and this includes the investigation, 
adjustment of claims, legal expense, 
appraisals, etc. This particular ele- 
ment has been cut in recent years, 
but still I feel that perhaps one or two 
per cent. savings can be made by a 
more efficient management and com- 
bination in some of the departments 
of the fire and casualty companies. 

eee 

HE third element in our formula 

of cost is that of PROFIT. Now 
if you examine the set-up of any 
company, you will find that profits 
are considered in two groups. First, 
underwriting profits, and second, in- 
vestment profits. Now underwriting 
profits represent the margin that is 
left after deducting losses and ex- 
penses from the premium. That is 
the only thing that the companies 
consider as a reportable profit to the 
public, and if that particular figure is 
not high, they usually consider that 
they have lost money during the en- 
tire year. 

However, there has been another 
element that has been much discussed. 
I realize that I will provoke criticism 
and comment in the field of insurance 
company management when I say 
that part of the investment profits 
might properly belong to the policy- 
holder. When you pay your premium 
of $1200 in advance that represents 
a $100 for each month in the entire 
year. During that year the company 
has the use of your money and per- 
haps for a considerable time that 
money is invested and income is re- 
ceived. The income thus received, 
the interest on the investment, is 
placed in a separate fund and is called 
investment profit. That is not con- 
sidered your property, but goes to the 
company itself. If there is any mar- 
gin left at the end of the year, it is 
usually placed in the surplus, and 
those surpluses are again reinvested 
and from that stock dividends are 
paid. 

Fire insurance companies for years 
have been saying that their losses and 
expenses wipe out all underwriting 
profit, and that the only reason that 
they are able to continue paying divi- 
dends is because of the earnings on 
investments. In brief—the return on 
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investment has been great enough to 
keep them solvent in spite of under- 
writing loss. If that is true, these 
people are not engaged in the busi- 
ness of insurance, but rather in the 
business of investment and banking. 
If we must continue to subscribe 
to the theory that banking profits are 
the property of the stockholders then 
why cannot some of the home office 
expense and some salaries of the of- 
ficers and directors of the corporation 
be chargeable to that particular 
branch of the business. If the un- 
derwriting profit is not sufficient to 
produce a return, then why should 
little or no expense be charged against 
the banking profit. The banking 
profit is carried on with a minimum 
of what is known as investment ex- 
pense. It does not contain the enor- 
mous over-head of the company. Ii 
these companies are in reality invest- 
ment companies taking the funds that 
are paid for premiums against fire 
losses, investing them in good securi- 
ties, and obtaining a return therof, 
then why should all of the major ex- 
penses of the acquisition of these 
funds be thrown against the under- 
writing profit. Under these circum- 
stances why should premiums be 
loaded for taxes. 
eee 
N argument was presented to the 
Congress of the United States 
a few weeks ago that the surplus of 
insurance companies should not be 
taxed because these surpluses were 
piled up in the event of great disaster, 
and I agree with that proposition. On 
the other hand if these surpluses are 
piled up for disasters they must be 
held in reserve—implied reserve— 
for the benefit of policyholders who 
might have losses. To be consistent 
and logical with this same theory, it 
is also necessary that any earnings 
that are made by investing these 
funds in stocks or in securities or in 
properties should also be held for the 
policyholders. Either they are trust 
funds, or they are not. Yet the his- 
tory of some of our companies indi- 
cate that from time to time the sur- 
plus has been raided and 100% stock 
dividends have been declared. I have 
no criticism of that policy, but my 
idea is that instead of taking all of the 
excess surplus in the form of profits 
or extra stock dividends, that at least 
a small share of this money should 
have been handed on in the form of 
reduced rates to the consumers of 
insurance, because you know that in 
the final analysis the only way to get 
money into an insurance company is 
by means of policy premium. How- 
ever, the State has no control over 
profits. 
Hence, it ought to be evident to 
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you that except for the small margin 
that is given for taxation, the three 
or four per cent that the State im- 
poses, that the State has little or no 
control over any part of loss, expense, 
or distribution of profits. 

What can the State do? The only 
thing that can be done is perhaps to 
control the method of giving value to 
each of the three elements of our 
formula. ‘Today there are two 
methods of using them. The first is 
to take the three elements of loss, 
expense and profit without giving 
particular value to any of them, and 
use them as a guide to a judgment 
rate which will represent the whole. 
That is the method of the fire insur- 
ance companies. It is antiquated, out 
of date and often discriminatory. 

The best characterization of this 
method is given by E. J. Richards, 
the former head of the National 
Board of Fire Underwriters: 

“No progress has been made by the fire 
underwriters during the past fifty years 
towards bringing their rate-making method 
to a scientific basis of true costs... . 

“Present methods of fire insurance rate- 
making are complicated schedules of esti- 
mates, the operation of which few under- 
stand. ... 

“It is easily proven that in the aggre- 
gate over a long period the insurance com- 
pany receives no exorbitant price for its 
service to policyholders, but the company 
cannot prove—because it does not know— 
whether the premium charged the individ- 
ual is excessive or inadequate, having no 
exact or approximate knowledge of the 
real cost of its service, either in detail or 
as between one class of property and an- 
other or different kinds of hazard.... 

“There are many classes that are being 
persistently penalized by excessive rates 
to make good the losses of other classes 
that are persistently under charged.” 

The second method, is far more 
scientific and reasonable and produces 
a better scale of rates. And that is to 
make and base the entire rate upon 
experience, estimated probable losses, 
and thereby getting the basic pre- 
mium required to cover the specific 
hazard, viz., the payment of losses. 
After this pure premium or loss pre- 
mium has been computed it is then 
loaded to cover expenses,—estimated 
expenses based on the experience of 
the past. That is the method of the 
Casualty Companies. That is the 
method that we pursue in the Com- 
monwealth of Massachusetts, where 
we are the only State Department 
that is given power to fix rates. 

| hope that I can accomplish by 
this brief talk one thing, viz. : the fact 
that the State does not control costs 
and cannot control costs under the 
present legal set-up. The entire ques- 
tion of costs, the determination of the 
value to be given experience, the esti- 
mate of what constitutes expense, and 
the estimate of what constitutes rea- 
sonable profit rests in the hands of 
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the companies themselves and is dele- 
gated to groups known as Bureaus. 

Manual Rules made by these Bu- 
reaus are oftentimes represented to 
you as law. They are not law, but 
are regulations agreed upon by the 
business as a whole, in order to equal- 
ize competition. I have no objection 
to any of these Bureaus, so long as 
they are under State regulation. By 
that I do not mean that the State 
must necessarily make the rates, but 
I feel that the State ought to have 
the power to look over, to review, 
and to decide whether the proper 
values have been assigned according 
to experience. 

The only true way in which rates 
can be properly made, and in which 
this great business may prosper is by 
using the formula of actual expense 
plus actual experience plus reason- 
able, profit. @ @ e 

HE second question that has been 

proposed to me today is, “What 
are the obstacles to more economical 
and efficient insurance?” The major 
obstacle is the present practice of in- 
equality of rates—this inconsistency 
is caused by competition, I hold no 
particular brief for either the stock 
or the mutual companies. Each group 
has its place, and each can work out 
security in its own way. It is my 
personal belief that if competition be- 
tween the stock and mutual com- 
panies could be equalized to the par- 
ticular point where neither one would 
have a competitive advantage over 
the other, that it would be healthier 
for the buyer .of insurance. [Every 
single violation of what I consider 
good practices and good faith to the 
public has been brought about by one 
of these two groups in its efforts to 
try to steal business from the other. 
Price cutting is never justifiable, pro- 
vided the prices are based upon actual 
experience and fact. There can be no 
compromise with this statement. 
IXither rates are made honestly or not. 
If they are made honestly by the Bu- 
reaus there can be no variation. There 
can only be a single rate justified by 
experience. 

Both mutual and stock companies 
have their place in the insurance field. 
Many times we find the advantages 
of one stressed over the advantages 
of another. It is not for me to decide. 
So long as they meet the test of sol- 
vency, so long as their business prac- 
tices are open and free from discrim- 
ination, and so long as the rates that 
they charge are just, adequate, rea- 
sonable and _ nondiscriminatory — 
neither group will receive criticism 
from me, 

The casualty business has been 
fairly well hedged about by regula- 
tion, but unfortunately the fire insur- 





ance companies today remain as free 
from regulation as any industry in 
the nation. It is most important that 
this be considered, because costs of 
insurance cannot be regulated until 
such a time as the fire companies are 
brought under a fair degree of hon- 
est regulation. Inequalities of rate 
exist whereby the big producer is 
given an advantage over the little fel- 
low. We cannot blame all of our 
troubles on Rating Bureaus. After 
all they are company supported and 
must necessarily do the work that the 
companies place before them. The 
major obstacle, to my mind, to the 
economical and efficient lowering of 
insurance rates comes from the fail- 
ure to agree upon the proper value 
of experience. 
eee 
UDGMENT is necessarily human, 
and judgment of company rate- 
makers is necessarily given with the 
idea of profit. Naturally, they are 
thinking of the security of their com- 
panies and in making a rate they 
more than allow what might be con- 
sidered the margin of experience. 
Many rate-makers are trying to re- 
move all of the element of risk from 
the field of insurance. Insurance is 
necessarily a question of risk. If we 
remove all risk from it, and make it 
a question of merely charging what 
the traffic will bear then the business 
itself must necessarily suffer. 
There is but one law that regulates 
the business of insurance and you can 
read that in the statute books of any 
state. But in addition to the statute 
books we have what is known as the 
manual. Many times buyers of in- 
surance believe that the manual is 
law. A manual rule is one on which 
all companies or a majority of com- 
panies have agreed. There is nothing 
binding in the manual, except by 
agreement of companies. Changes in 
the manual should be made when 
conditions justify. It is not inflexible 
and it should never be considered as 
such. In Massachusetts whenever 
conditions demand it we have made 
changes in the manual benefiting both 
the companies and the buyers of in- 
surance. Manuals are made by com- 
panies not by commissioners. In a 
great many states these manuals are 
submitted to the Commissioner for 
filing and thereby approved. How- 
ever, you want to remember that the 
Rating Bureaus do their own work 
and represent the companies. Fur- 


thermore most of the insurance rates 
that you pay, are entirely unregulated, 
and the values that are given to loss 
experience, expense, and profit are 
the arbitrary values that might be 
set according to the needs of the in- 
dividual companies. The State De- 
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partment of Insurance has little or 
no control over insurance rates today. 
eee 

HE third question that was pro- 

pounded to me was, “How is in- 
surance costs affected by insurance 
practices?” I have already indicated 
to you some of the elements that 
cause this increased cost. 

One of the worst abuses that we 
have today is the payment of excess 
commissions. Whenever excess com- 
missions are paid for a particularly 
lucrative piece of business the ex- 
pense of that extra commission must 
be met somewhere. It is buried in 
the expense ratio of all other buyers 
of insurance. 

Another thing that causes the in- 
creased cost of insurance is the prac- 
tice of discrimination. Discrimina- 
tion is brought about by competition 
between stock and mutual companies. 
I have in mind a certain building in 
the City of Boston, where the pub- 
lished fire rate was 55 cents; mutual 
competition entered in; and eventu- 
ally the policy was written at 22 cents. 
Now if the first rate of 55 cents was 
justified, the 22 cent rate was un- 
justified. Someone else had to bear 
the cost of that particular reduction. 

I could give you hundreds of simi- 
lar cases in Massachusetts. Why 
should this be so? The reason is sim- 
ple—a great many of the large pro- 
ducers have control of the rate-mak- 
ing machinery. Now that might seem 
a rather strange thing to you,—that 
insurance companies have handed 
over the control of the rate-making to 
the men who sell the insurance, al- 
lowing them to’ set the price. Of 
course, on paper, the companies still 
make the rates. If you were to ex- 
amine the rate-making structure you 
would find that the companies them- 
selves still retain what we call “paper 
control’, but the actual control and 
the actual making of rates in Boston 
is in the hands of a few producers. 

Consequently, we have a great deal 
of log rolling. One agent will come 
in with a competitive risk, and say 
that a mutual company has offered 
to write it for 30 cents. The com- 
mittee sits down and agrees that it 
will discount the 30 cents and write 
it for a lower rate. If the first rate 
was based on true cost, then someone 
else will have to pay for that legal- 
ized rebate. @ @ @ 

HAVE already stated to you 

what I think about the question 
of taking all of the investment profits 
and turning them over to be paid out 
in the form of dividends to stock- 
holders. That particular practice can- 
not be further condoned although it 
has been going on for several years 
with the tacit approval of some Com- 
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missioners. If even a small part of 
these savings were handed on to the 
policyholder rates could be reduced. 
What about the practice known as 
“cream-skimming”’? It certainly 
boosts insurance cost. Some com- 
panies will take nothing but the 
cream. You cannot blame them for 
that. We all want to get the best 
business. However, if one or two 
companies skim the cream, and take 
the best; then there is nothing left 
but the average and the subaverage 
risks for the rest of the companies. 
Since fair rates must necessarily be 
based on the experience of the busi- 
ness as a whole, then many companies 
will show underwriting losses, while 
the cream-skimmers show enormous 
profits. There ought to be some state 
regulation whereby companies will 
share alike on the losses of the sub- 
standard risks. It would never be my 
intention to force companies to take 
business which should not be written, 
but I feel that the practice of taking 
only the excellent risks is not good 
for the insurance business as a whole. 
I am charged with the duty of pre- 
serving the solvency of all the com- 
panies. If a rate is fixed upon the 
average risk and one company insists 
on refusing to take average then the 
remainder must necessarily be thrown 
upon the companies who try to keep 
faith with the public. By their good 
faith they thus endanger their sol- 
vency. I cannot allow competition, 
keen though it may be, stimulating 
though it may be—I cannot allow 
such competition to force any com- 
pany out of business. 
eee 
HE fourth and last question that 
was proposed to me was as fol- 
lows: “Js more regulation of rating 
desirable?” The answer is undoubt- 
edly “Yes”. By that I do not mean 
that the State should step in and make 
rates. I have enough trouble as it is 
in the Commonwealth of Massachu- 
setts where I am forced to make rates 
for compulsory automobile insurance. 
Perhaps I am far more qualified to 
speak on the question of compulsory 
automobile insurance because in my 
state rate-making is considered one 
of the major functions of my depart- 
ment. Or again I might adequately 
discuss the question of retrospective 
rating, because less than a week ago 
I approved the plan for Massachu- 
setts. Massachusetts in the field of 
insurance has always been a pioneer 
and while I believe that the retro- 
spective rating plan can be greatly 
improved, still I feel that it repre- 
sents another opportunity to cut the 
cost of doing business. It gives the 
business man the ability to guide his 
own destiny in the field of insurance. 
The cost of insurance lies entirely 
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within the control of the companies 
and their Bureaus. The State rarely 
interferes. In some few cases com- 
panies are required to file their rates 
with the State Department. The fil- 
ing of such rates prevents price cut- 
ting and cut-throat competitive prac- 
tices. 

Please do not misunderstand my 
position. I am not against the rating 
bureau. The bureau is the most ef- 
ficient method of making rates. It 
combines into one group the various 
ideas of hundreds of companies. 
However, I do say that the unregu- 
lated Bureau presents possibilities of 
discrimination. I suggest that Bu- 
reaus be organized under state regu- 
lation. In the Commonwealth of 
Massachusetts we have an excellent 
Bureau regulating automobile and 
workingmen’s compensation rates, 
and I believe that it is the best in the 
United States. This group works in 
the closest of harmony with the state 
department. Every single act of the 
sureau is reviewed by the Commis- 
sioner and in the aggregate result 
the companies receive a fair and ad- 
equate premium and the buyers of 
insurance receive a fair and non- 
discriminatory rate. 

eee 

RECOMMEND that the state su- 

pervise the making of rates, but I 
believe that the rate-making function 
itself should be left in the hands of 
the companies not in the hands of the 
agents. I believe that the companies 
should give proper value to experi- 
ence. And by that I mean the re- 
ducing of what might be called the 
“judgment rate” to the minimum, be- 
cause the judgment rate is usually a 
competitive rate. And when these 
rates are made they should be filed 
with the Insurance Department. The 
Department would then apply the 
standard that all agree is a just and 
reasonable one. We would know 
whether or not in the making of the 
rate there had been any discrimina- 
tion, and whether the proper values 
had been assigned to the various ele- 
ments. 

If we had this regulation of rating 
the state department would then be 
able to decide whether proper weight 
had been given to experience, 
whether or not expense ratios were 
too high, whether commissions and 
excess commissions were too high, 
and what should be the margin of 
profit. 

The United States Supreme Court 
has declared that the state department 
undoubtedly has the right to regulate 
rates because the insurance business 
is close to the public interest. In the 
case of the German Alliance vs. the 
State of Kansas, the Court affirmed 

(Continued on Page 27) 
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SOME COMMENTS ON 
ECONOMIC THEORY 


PRESIDENTIAL ADDRESS AT FORTY-SIXTH REGULAR 
MEETING OF THE CASUALTY ACTUARIAL SOCIETY, 
MAY 15TH, 1936 


By WINFIELD W. GREENE 


T may occur to you that the 
above is an odd title for an 
address to be delivered to an 

actuarial society. I hope to convince 
you that such is not the case, at least 
where the major interest of the 
society lies in the casualty business. 

1. It is quite obvious that the amount 
of casualty insurance done depends mainly 
upon the extent of general business activity 
which, in turn, over a period, must re flect 
the extent to which industrialists and 
other businessmen adhere to sound eco- 
nomic principles, whatever these may be. 

2. Casualty insurance itself cannot be 
above the economic law, if there is such 
a thing. 

3. Citizens of whatever occupation 
should be deeply interested in the study of 
economics at this time; for without a 
basic economic creed we must of necessity 
be in doubt as to what constitutes proper 
governmental policy, and what may be re- 
garded as sound policy for corporate 
management. 

4. Lastly, it seems to me that the ac- 
tuary should be the ideal person to grapple 
with general economic problems in view 
of his intensive training in the handling 
of a specialized type of economic problem 
in quantitative terms. 

e® °® * 

HE task of the actuary is to crit- 

icize insurance schemes as to 
their financial feasibility and where 
proposed schemes are unworkable, to 
develop others which will work. In 
the course of his duties, he deals with 
a great variety of economic and social 
phenomena. If he is a good actuary, 
he will not exclude human nature 
from his consideration, in his search 
for insurance plans that will be both 
salable and profitable. 

[ think it would be a good thing 
for the public and for the insurance 
business for the mind which has been 
thinking in these terms to broaden 
its field to include the more general 
economic problems of the nation ; for 
without at least some tentative set- 
tlement of our more basic problems 
it may prove quite useless to wrestle 
with the difficulties intrinsic to the in 
surance business. It is all very well 
to be a good surgeon but in order to 
be a useful one, it is necessary to 
know which individuals society wills 
to preserve. For example, the re- 
moval of an intestinal cancer, how- 
ever brilliantly performed, is hardly 
worthwhile, if the patient has already 
been condemned to death. 

I confess on my part a strong urge 
to attack these more fundamental 


problems. At a dinner following the 
meeting last Fall, one of our more 
literary Fellows paid tribute to this 
tendency in terms implying rather 
slight respect for the result of my 
efforts, and doubtless his comment 
was justified. On the other hand, if 
more of you would join in this at- 
tempt to dig deep, the greater the 
chance of our eventually reaching a 
substantial body of ore. 





Papers Read At nis 
Actuarial Society Meeting 


Steadily growing interest in the 
Casualty Actuarial Society is shown 
by the continuing success of their 
meetings. The gathering at Briar- 
cliff Lodge on May 15th, 1936 was 
marked by exceptionally good at- 
tendance and discussions of a high 
order. 

Several of the papers read at the 
meeting are printed here with grate- 
ful acknowledgment to the society 
for permission to do so. 























You will gather from what has just 
been said that my own search for an 
economic creed, a quest inspired by 
the desire for a more secure founda- 
tion for remarks addressed to this 
Society, has been only partially suc- 
cessful. I am inclined to think that 
as a nation we have no comprehen- 
sive economic philosophy. As briefly 
as I can, I will cover some of the 
ground which I have traversed before 
reaching this conclusion, one gained, 
incidentally, as the result of an at- 
tempt to compress what should have 
been the study of many years into the 
compass of a few months. 
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(.' MING back to the two and one- 

half centuries that terminated 
with the Seven Years’ War in the 
(Id World and our own war for In- 
dependence in the New, we find 
economic activity and economic 
thought dominated by the effects of 
far-flung colonization and the rapid 
expansion of international trade. The 
national economic goal during this 
period was a favorable balance of 
trade (a surplus of exports over im- 
ports) since such a condition fur- 
thered the expansion of population 
and of manufactures as well as the 
building up of a substantial national 
stock of the precious metals. Manu- 
facturing remained chiefly a matter 
of manual labor. The merchant class, 
which was in the ascendency, pos- 
sessed such influence that it enlisted 


the aid of government in the enact- 
ment of a great variety of regulations 
intended to foster these objectives. 
In the light of recent events, it is in- 
teresting that in the period under dis- 
cussion, referred to by economists as 
the age of “mercantilism,” govern- 
ment was on the side of business, and 
business, far from asking the govern- 
ment to leave hands off, fostered its 
interference. 


Change, however, was on the way. 
In France the “physiocrats”’ burst 
out in revolt against the restrictions 
of mercantilism. These French 
writers, Quesnay, Gournay and Tur- 
got, speaking for agriculture rather 
than for manufacturing, advocated 
free trade, peasant rights and the 
single tax and developed the prin- 
ciple of laissez-faire,—the supposed 
desirability of permitting “economic 
law” free play. Meanwhile, in Eng- 
land particularly, the rise of the 
machine enhanced the importance of 
industry in the more modern sense as 
opposed to mere traffic in handmade 
products. british writers beginning 
with Adam Smith embraced this new 
principle of laissez-faire with a sigh 
of relief, stressing the essential iden- 
tity between self-interest and the 
commonwealth. 

The first half of the nineteenth 
century witnessed in England the rise 
of the Ricardian, or classical school 
of economic thought, of which 
Bentham, Malthus, Ricardo, McCul- 
loch, James Mill and his son, *John 
Stuart Mill were the outstanding 
figures. Although as _ individuals 
these writers were actuated by high 
motives, their work collectively sug- 
gested a bleak outlook for the mass 
of mankind. Supposed economic 
principle developed by the deductive 
process in the quiet of the study was 
exalted to the status of law. Among 
the cheerful teachings expounded, 
were the following: 

1. Population tends to increase faster 
than the means of subsistence. Periodical 
destruction of population through war, 
tamine and pestilence is, therefore, an un- 
avoidable necessity; unless man exercises 
“prudential restraint”, which is to be 
hoped for, rather than expected. 

2. As population spreads over the sur- 
face of the earth, the supply of desirable 
land relative to population becomes more 
and more inadequate. 

3. In view of the limited supply of 
desirable land and the tendency of pop- 
ulation to increase, the rent paid for the 
land becomes an increasingly high element 


in the cost of producing the fruits of the 
soil. 





* peoe Stuart Mill was a member of the Ricardian, 
or classical school, in the earlier part of his career. 
Later on, he developed the distinction between the 
production and the distribution of wealth, holding 
that whereas the former is a matter of economic 
law, the latter is one of social choice. Indeed, he 
went so far as to advocate government interference 
in the distribution of wealth to the extent of in- 
heritance taxes and taxes on the unearned increment 
in land values. 
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4. Wages tend to a level just high 
enough to maintain efficient physical life 
in the laborer and his not too numerous 
family. A wage scale higher than this 
fosters a greater population than the earth 
can support. 


5. In modern life, the governing im- 
pulse of man and of society is the eco- 
nomic one; and both individual and social 
action can be accounted for in terms of 
the desire for “economic goods.” 

The possessors of these ideas evi- 
dently regarded themselves as the 
evangelists of a particularly fatalistic 
and gloomy revelation. Economic 
law was inexorable and irresistible. 
Why should the capitalist pay high 
wages and thereby encourage an 
augmentation of population which the 
earth eventually could not sustain? 
Why should government intervene 
on behalf of the wage earner when 
intervention would mean but the 
raising of hopes for a living standard 
which eventually could not be main- 
tained ? 

It is not difficult now to point out 
grave exceptions to the “laws,” enun- 
ciated by the classical economists, 
but their influence was and remains 
tremendous. Their teachings per- 
vaded the college classroom of my 
youth. I am sure you will be able to 
discern the outlines of some of their 
tenets when you read the editorial 
and financial pages of your news- 
paper tomorrow morning. Indeed, I 
will be surprised if they do not make 
the front page, somewhere among the 
political news. 
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UT it is not with the classical 

school solely that we are con- 
cerned to-day. Equally are we in- 
terested in the evolution of protest 
against its underlying principle, 
namely, that the economic activities 
of mankind should not be interfered 
with because in the long run the in- 
dividual’s pursuit of self-interest will 
achieve the greatest possible measure 
of good for society as a whole. 


Since the beginning of the Indus- 
trial Revolution (in England, usually 
set as about 1760), criticism of the 
orthodox viewpoint has occurred and 
recurred in an interesting pattern. of 
which the following are outstanding 
elements : 


1.—The Over-Saving Theory—It has 
been held by many that there is a ten- 
dency inherent in the capitalistic plan to 
pile up huge savings (profits not expended 
for consumer’s goods), and to invest these 
savines in the tools of industry. This 
spending for plant (or capital goods, so- 
called) increases the consumption of per- 
ishable products only incidentally and 
slightly, whereas it does tend to increase 
the supply of consumers’ goods tremen 
dously. Production, therefore. outruns 
consumption and the inevitable result js a 
general business crisis in which the growth 
of capital is temporarily interrupted. Un- 
fortunately employment and, therefore, 
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consumption are also interrupted, so that 
people as well as machines are injured. 
This idea was mentioned by Lauderdale 
as early as 1804, was carried further by 
Sismondi in 1819 and 1837, and referred 
to once more by Malthus in 1820. The 
idea of over-saving is prominent in the 


writings of Rodbertus and Marx, the 
founders of Continental socialism. In 
fact, the over-saving theory is of the 


essence of socialism, since it is through 
this principle that capitalism is expected 
to destroy itself in preparation for the ex- 
propriation of industry by the state. 


2.—Government Intervention in the Dis- 
tribution of Income—I have already re- 
ferred to the fact that John Stuart Mill in 
his later writings advocated government 
intervention of certain kinds. In this, he 
had many predecessors. During the mer- 
cantile period, guidance of economic af- 
fairs by the state was the prevailing rule 
though it is hard to say how generally 
governmental rules were obeyed. Accord- 
ing to Ely, “prices, wages and the rules 
of apprenticeship” were fixed by public 
authority. This period culminated in the 
“Navigation Laws” intended to force 
colonial populations to favor the home 
country in the matter of trade, and to de- 
pend absolutely upon the motherland as 
far as manufactures were concerned. 
During the Industrial Revolution, Sis- 
mondi, already referred to, was an ad- 
vocate of government intervention in the 
distribution of income. The whole idea 
of social insurance, which, of course, had 
its inception in Germany in 1894, is a 
measure of re-distribution of income 
through governmental intervention. In 
more recent years, the principle of min- 
imum wage has been developed; while the 
national industrial recovery act went so 
far as to enunciate the principle of out- 
right control of wage scales through gov- 
ernment sponsored agencies. 


3.—Public Works—This, of course, is a 
type of government intervention in income 
distribution; since public works, on the 
one hand, are a benefit to the people and, 
on the other, are sustained by taxes which, 
in theory at least, are levied more heavily 
upon the classes with greater incomes. 
Malthus was an early advocate of pro- 
grams of this type as a means of taking 
up the slack supposedly produced by 
“over-saving”’, and of thereby shortening 
the vicious swing of the business cycle. In 
this, the renowned author of the popula- 
tion theory anticipated our contemporary 
statesmen by over a century. This type 
of antidote to business instability was 
much talked about following the depres- 
sion of 1921-22. Needless to say, it has 
been acted upon, and commented upon, to 
no slight extent since March 1933. 


4.—Socialism has already been referred 
to as the logical conclusion of the over- 
saving theory in the minds of those who 
see state ownership of industry as the 
only means of preventing a periodical un- 
balance between production and con- 
sumption. T am not aware that the pro- 
ponents of socialism have reached any 
agreement among themselves as to the 
methods by which society can exercise 
ownership over the productive mechanism 
and at the same time preserve anv free- 
dom of action to the individual, that is, 
to other than the head socialist. 


5.—Equilibrium, or balance, strangely T 
think, is evidently regarded by some eco- 
nomic writers either as a dynamic force or 
as an end in itself. The equilibrium re- 
ferred to has to do with the inter-relation 
existing between such things as produc- 
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tion, on the one hand, and consumption 
and plant extension, on the other; or, using 
financial terms, between prices and wages, 
dividends and amounts added to surplus 
account. It seems obvious that a com- 
parative equilibrium between economic 
elements is desirable—save in one direc- 
tion, that is, forward; an absolutely com- 
plete equilibrium being represented, I 
should say, by the state of savages whose 
chief concern is to carry on the cus- 
toms of their ancestors. 


6.—The High Wage Theory—American 
writers upon economic and other subjects 
have always stressed the comparatively 
high wages paid in this country. An un- 
usual course of events resulted in the ex- 
istence of a relatively high scale of real 
wages in this country following the de- 
pression of 1921-22. This happening lent 
color to the belief that the “American 
System” contemplated the preservation of 
prosperity by fostering buying power 
through an ever increasing wage scale. 
This doctrine was rationalized hy such 
writers as Hobson, and Foster and Catch 
ings. Following the crash of 1929, indus- 
try made a worthy effort to adhere to the 
high wage theory and for the most part 
reduced wages only when forced to do so. 
The weakness of the high wage theory, 
or rather its incompleteness, lies in the fact 
that the direct effects of wage rises in a 
given establishment applv only to persons 
who usually consume but a small fraction 
of the products of their own efforts. The 
success of this plan denends, therefore 
upon the delicate and difficult matter of 
all, or at least a great maiority of, em- 
ployers raising wages  simultaneouslv. 
Furthermore, a rise in wages does not en- 
hance the buving power of those whose in- 
comes are derived from interest, rents. 
dividends, annuities, etc. 


7.—Progressive Price Reduction—Fven 
prior to 1929 certain writers (largely in- 
dustrialists) dealing with the subject of 
“mass production”, linked gradually in- 
creasing wages with technological im- 
provements, increasingly hetter products 
(or the development of entirely new prod- 
ucts), and gradually declining retail 
prices. In certain fields, these ideas have 
been applied cither quite fully or in part 
For example, this mass production phil- 
osophy has been applied in the automobile 
industry, in the radio industry, and in the 
evolution of the chain store systems and 
of the great mail order houses. The 
Brookings Institution of Washington in a 
study extending over a period of three 
years, has quite recently issued four suh- 
stantial volumes entitled, respectivelv. 
‘‘America’s Capacity to Produce”, 
“America’s Capacity to Consume”, “The 
Formation of Capital” and “Income and 
Economic Progress.” The findings of this 
investigation were summarized by Dr. 
Harold G. Moulton. President of the Tn 
stitution, in a recent magazine article en- 
titled “Economic Progress Without 
Economic Revolution.’* 

This article is a coherent and well-doc- 
umented plea for progressive price reduc 
tion as a means of avoiding crisis hv so 
hroadening the market as to keep con- 
sumption well abreast of production, and 
thereby diverting the attention of capital 
ists and consumers alike away from quick 
profits and speculation toward a_lone- 
range adaptation of the productive mech 
anism to the needs of the people. 
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ROM the foregoing, it is evident 
that the idea of the business cycle 


* Fortune. November 1935. 
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is by no means a new one, and, in- 
deed, that Socialism has its rise in 
the study of the causes of economic 
crisis. It is of interest that the earlier 
observers of the business cycle 
stressed “over-production” whereas 
the majority of later writers whether 
socialistic or not stress “under-con- 
sumption.” In state of mind, there- 
fore, we have made some progress in 
the direction of the “Economy of 
Abundance” of which lately we have 
been hearing so much. 


As implied in my opening remarks, 
I am unable to recite our national 
economic credo because I have not 
discovered it. I feel that there is 
much to commend the mass produc 
tion philosophy, and, further, that 
the work of the Brookings Institu- 
tion is a_ substantial contribution 
towards the foundation of the struc- 
ture we are seeking to build. Inci- 
dentally, I am confident that the 
casualty business can profit much by 
study and application of the price re- 
duction theory. It is heartening that 
both producers and carriers are at 
last beginning to realize that adher- 
ence to a rigid scale of charges is not 
necessarily the surest or shortest way 
to profits. 

The actuary, if he is persuaded to 
serve his country in the pursuit of a 
basic economic theory, will still need 
a specific objective. As I see it, this 
objective is the development of a 
comprehensive yet compact theory as 
to what type of private and govern- 
mental conduct will promote pros 
perity. 

Prosperity is relative. The great- 
est prosperity exists when there is 
produced the greatest quantity of 
voluntarily consumed economic goods 
per capita; provided (1) that all fit 
individuals enjoy at least a reason- 
ably abundant existence (2) that 
relative economic well-being depends 
approximately upon the social con- 
tribution of the individual, and (3) 
that the unfit are cared for scientifi- 
cally and humanely. All these con- 
ditions are apt to be realized if the 
voluntary consumption of economic 
goods is sustained above a certain 
per capita level: as a rather wide 
diffusion of goods is the only way of 
sustaining a high aggregate consump- 
tion of most commodities. 

Many have thought that the way to 
accomplish this end is through dic- 
tatorship by a person or a committee, 
as by this device the problem can be 
approached directly, i.e. the dictator, 
committee, or council can order such 
a division of effort as will keep all 
workers and all resources of the state 
employed. This will not produce the 
desired result because of 
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1. Malingering and sabotage. 

2. Cost of the necessary military estab- 
lishment. 

3. Restriction of invention due to de- 
struction of profit motive. 

4. Clothing, food, homes, selected by 
the dictator and therefore not suiting most 
individuals (our happiness depends largely 
upon our liking what we use). 

5. Jobs selected by the dictator, and 
therefore not suiting most individuals 
(our happiness depends largely upon our 
liking our work). 


Even in the economic field a rea- 
sonable degree of freedom is essen- 
tial to well-being. Democracy is un- 


wieldy, but with the aid of education, 
and ethics it should continue to main- 
tain a higher living standard than can 
any dictatorship. Somewhere between 
the jungle of laissez-faire theory 
and the prison-camp of socialism lies 
a happy country imbued with a pro- 
gressive economic philosophy erected 
upon a foundation of economic 
science. I urge the members of this 
Society to make whatever contribu- 
tion may be within their power to the 
task of discovering and developing 
this land. 


A Proposed Set of Principles for State 
Regulation of Rates 


PRESENTED TO THE CASUALTY ACTUARIAL SOCIETY 
ON MAY 15TH, 1936 


By RALPH H. 


HE purpose of state regula- 

tion of rates is primarily pro- 

tection of the policyholder 
and incidentally of the insurance 
carrier through applying the cri- 
teria of adequacy, reasonableness, 
and non-discrimination. The va- 
rious states have shown particular 
concern in connection with rates 
for workmen’s compensation, acci- 
dent and health, and automobile in- 
surance. In most states workmen’s 
compensation rates must be ap- 
proved and accident and health 
rates must be filed, and in several 
states automobile rates must be either 
filed or approved. The great ma- 
jority of the compensation states per- 
mitting private insurance of the com- 
pensation hazard have laws ranging 
from a mere filing of rates to pro- 
visions for filing and approval. In 
Massachusetts, bodily injury rates 
for automobile insurance, and in 
Texas, workmen’s compensation 
rates, are made by the state. In 
New York and in Vermont there 
are rating laws which undertake to 
apply regulation to all rates with 
certain defined exceptions. 


It is evident that state activity in 
the regulation of rates is increasing. 
It is not the purpose here to discuss 
its wisdom but, assuming that rates 
for a particular branch of insurance 
are to be regulated, to inquire what 
method of regulation is most likely 
to achieve the ideal implicit in the 
criteria. 

Without disparagement, it may be 
pointed out that insurance commis- 
sioners are human, that they are not 
unconnected with political and other 
local situations, and that only a 
minority have adequate technical 
training or competent advisers. 


BLANCHARD 


T seems clear that the greater 
the extent to which insurance de- 

partments are made responsible for 
the approval or promulgation of 
rates, the more likely the rates are to 
be inadequate. The experience with 
rates for automobile bodily injury 
liability insurance in Massachusetts 
is in point—the members of this 
Society are familiar with it. And 
this situation does not result from a 
desire to make or approve inadequate 
rates, but probably rather from a 
feeling that the department must be 
in a position to defend the rates to 
the insuring public (and their highly 
vocal political representatives). Con- 
sequently, conjectural or projection 
factors are ruled out—and little or no 
provision can be made for expected 
developments which are not to be 
repetitions of the past. Similarly, in 
matters of reasonableness or discrim- 
ination, if the department sponsors a 
set of rates, it lays itself as well as 
the rates open to attack. 

It is only natural that a department 
should show more hospitality to 
downward than upward revisions of 
rates and that it should feel that it 
must have definite evidence of insur- 
ance costs to justify its actions. 

A formula should be sought which 
would give a department the basis 
and power for effective regulation 
and, at the same time, put it and all 
interested parties in a position where 
correct rates are most likely to 
emerge from the combined private 
and public rate-making machinery. 
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HE only dogmatic statement 
which I propose to make is that 
the problem is worthy of considera 
tion. Beyond that, I propose only to 
advance certain tentative conclusions 

















i, 


ra 











which will serve as a basis for dis- 
cussion. They will be stated categor- 
ically for the sake of simplicity.’ 

1. A sound uniform statistical plan ap- 
plicable to all carriers is the sine qua non 
of correct rates. It should be revealing 
in terms of the purpose for which it is 
designed. Such a plan should be sub- 
mitted to and approved by the State.’ 

2. Rates should be made by rating 
bureaus representing all carriers. Devia- 
tions for individual carriers or a group of 
carriers should be permitted where clear 
justification could be shown. 

3. The states should be represented by 
an observer in, or have access to records 
of, every step of the rate-making process. 

4. Complete reports of experience and 
of the deliberations of rate-making bodies 
should be filed with the State, to the ex- 


lgpITORIAL NOTE: We hope to print in a future 
issue a more detailed discussion by Prof. Blanchard, 
of the conclusions listed here. 

2The term ‘State’ is used in a general functional 
sense; equally applicable to individual states of the 
Union, or to the various states acting in concert. 
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tent that they bear on matters of general 
policy. 

5. Rates filed should become the off- 
cial rates one month (or other reasonable 
period) after the filing by the bureau. 
They should then remain in force for a 
reasonable period, (perhaps one year) 
without further revision, except possibly 
in the case of individual risks or classifi- 
cations. 

6. For a reasonable but definitely lim- 
ited period after the filing of rates, they 
should be subject to revision by order of 
the State Insurance Department or of a 
Board of Appeals of which the insurance 
commissioner would be one member. 

(a) Appeals to the courts should be 
only on questions of law. 

7. Revision should only be made on the 
initiative of the insurance department, or 
on complaint of a party in interest and 
after due hearing. 

8. There should be no general public 
hearing on any rate filing. 

9. The authority ordering revision of 
rates should be required to file a detailed 
statement of the reasons for the revision. 


THE EXTRA-TERRITORIAL APPLICATION 
OF COMPENSATION ACTS 


By CLARENCE W. HOBBS 


ABSTRACT OF PAPER DELIVERED BEFORE THE CASUALTY 
ACTUARIAL SOCIETY ON MAY 15TH, 1936 


ANY compensation acts either 
M by their terms or by interpre- 
tation, have application to in- 
juries sustained beyond the bounds 
of the state. The situation frequent- 
ly occurs, therefore, that an injury 
may give rise to rights under the law 
of the state where the injury occurs, 
and also under the law of the state 
where the contract of hire is made, 
or the law of the state where the em- 
ployment is located. The question 
then arises whether the rights of the 
parties are determined by the one law 
or by the other. 

The question raises issues partly 
constitutional in character, partly 
coming within the branch of juris- 
prudence known as Conflict of Laws. 

The constitutional issues come 
chiefly under the “Full Faith and 
Credit” provision of the Federal Con- 
stitution: possibly also under the 
“Due Process” clause of the Four- 
teenth Amendment. The Supreme 
Court has in three recent cases dealt 
with the extra-territorial application 
of compensation acts. The sum and 
substance of the cases is that the 
question, which law applies, is de- 
termined, not by legal technicalities, 
but upon the question as to which 
state, in the particular case, had the 
greater interest in regulating the mat- 
ter. When employee and employer 
reside in a particular state, and the 
contract of hire is made there, and 
the employee is injured in another 
state while there as a temporary in- 
cident to his regular employment in 





the state of residence, the law of that 
state, and not the law of the state 
where the injury is sustained may 
govern. Similarly, if the employ- 
ment in another state is seasonal in 
character, and involves a transpor- 
tation to the state and a return at 
the end of the season, and the state 
is so far away as to render enforce- 
ment of rights under the law of that 
state a matter of great difficulty, the 
law of the state where the contract 
of hire is made may be the determin- 
ing law. The Supreme Court ap- 
parently does not intend to be gov- 
erned by any particular theory of 
Conflict of Laws, but proposes to 
dispose of cases upon considerations 
going to the merits. 


HE application of orthodox prin- 

ciples of conflict of laws is greatly 
hampered, partly by the ambiguous 
nature of the right to compensation 
benefits, partly by statutory declara- 
tions of policy. Apart from the con- 
stitutional limitations a state is bound 
to recognize the law of another state 
only on principles of comity. As re- 
gards actions in tort, it is very gen- 
erally agreed that comity requires 
the right to be determined by the law 
of the place of injury, the remedy by 
the law of the Forum. But rights to 
compensation benefits are not rights 
of actions in tort: they are either 
rights of contract, quasi-contractual 
rights growing out of the relation- 
ship, or rights of status. 
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The great majority of states have 
proceeded on the theory that the 
rights are rights of contract. This is 
very natural in view of the language 
of the statutes, which often go on the 
theory that the rights are annexed to 
contracts of hire made within the 
state, and which often limit the extra- 
territorial application to contracts of 
hire made within the state. The con- 
tract theory however involves a deal 
of difficulty in application. The plan 
where the contract of hire is made is 
often very difficult to determine in 
case of a class of contracts so infor- 
mally made as are contracts of hire. 
The place of making the contract is 
often remote from the place where 
the contract is to be performed: and 
it is very obvious that a state has no 
very legitimate interest in regulating 
employment characteristically to be 
performed outside its bounds. In the 
converse situation, where a state is 
called on to recognize the applica- 
bility of the laws of another state to 
injuries sustained within the state’s 
own territory, there is a greater diffi- 
culty. To apply the contract prin- 
ciple would be in some cases a facile 
means of avoiding the terms of the 
act by the simple expedient of making 
the contract of hire in another state, 
and where the performance of the 
contract is characteristically within 
the state, the application of the law 
of another state is contrary to the in- 
tent of the compensation act. 


ee ®@ 

ERTAIN other difficulties may 

be noted. The well established 
principle that where a contract is to 
be performed in a particular state, 
the parties may be considered to have 
intended the law of that state to gov- 
ern the contract, has no legitimate 
place under the laws which specifi- 
cally inhibit parties making a contract 
of hire within the state from avoiding 
its terms by agreement. Again, the 
making the extra-territorial applica- 
tion of the acts dependent upon the 
place of making the contract is not 
fair to persons characteristically em- 
ployed and actually resident in a state 
but who were originally hired, per- 
haps years before, outside the state. 
The result has been that states have 
tended to make statutory modifica- 
tions of the doctrine, and to establish 
modifications by decision, not at all 
consistent with accepted principles. 
Other states have departed from it 
in toto. In two states it is indicated 
that rights to compensation benefits 
are to be regarded as rights of status: 
but there has been little attempt to 
build up a theory of conflict of laws 
based upon status. The best estab- 
lished divergence is what may be 

(Continued on Page 26) 
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Notes About the Insurance 


World 


(Continued from Page 14) 


insurance is less to the policyholder if he 
obtains his policy from a mutual company, 
approximately 85% of the hre-insurance 
premiums are written today by the stock 
companies. Experience has shown that 
during a period of depression the stock 
companies lose some business to the mu 
tual companies due to the desire of policy- 
holders to save money. However, during 
periods of prosperity, the service offered 
by the stock companies outweighs the, 
added cost. Moreover, several mutual fire 
companies have been taken over by the in- 
surance department and __ policyholders 
assessed during the past five years, al- 
though only one large stock fire company 
was forced to cease business and it has 
since been reinstated.” 

We trust that Mr. Abbott’s judg 
ment of insurance stocks is built on 
better information than that shown 
in the above paragraph. It may in 
terest him, if not astonish him to 
know that the survival record of the 
stock companies during imsurance 
history is 24.2% while the mutual 
survival records is 58.4%. The other 
implications in the quotation also pre- 
sent a different picture when taken 
apart and studied, which we expect 
to do in these pages shortly. 


Agents’ Commissions 


UNDER THE HEADING “LUXURY 
PRICES’? THE INSURANCE FIELD, ISSUE 
May 21, editorially discusses agents 
commissions, and in which there is 
evident a note of concern lest the 
policyholders rebel against “luxury 
prices” now being paid for stock in- 
surance protection. 

The editorial calls attention to the 
fact that while some of the old timers 
in the producing field feel that 
things have gone too far in the scale 
of commissions, that “it would be a 
waste of time and effort to plan for 
a return to the old timer’s standard.” 

A definite minimum is not set, but 
the Field believes it must be more 
than “fifteen percent.” No maximum 
is suggested, but this warning is 
given: 

“But from outside a potent voice is 
becoming audible—you may think we 
mean the public but we refer to the as- 
sureds, those real contributors to our bread 
and meat, the premium payers. 

“* * * * * But the attitude which 
they are assimilating now from their ex- 
periences in meeting, as are insurance pro- 
ducers, the same rising costs of living and 
smaller incomes, is that they are unwilling 

pay luxury prices for necessities, in 


1 


which class insurance falls. 


* 


Extended comment is unnecessary. 
One need not be expert in reading be- 
tween the lines. What is going on is 
a definite movement to lower insur- 
by taking it out on the 


ance costs 
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agent. And this in spite of the re- 
duced loss ratio and the fact that the 
stock companies have been piling up 
huge surpluses. Admittedly commis- 
sions in some instances have been too 
high. However the real, hard work- 
ing, intelligent agent ordinarily has 
not been the one to profit but his in- 
fluential brother with the right “con- 
nections”, political or otherwise, 
which enabled him to control rather 
than sell business, was the usual 
beneficiary. 

In compensation insurance when 
state authority refused approval of 
asked for rate increases, the com- 
panies took it out on the agent by cut- 
ting his commission. And the com- 
missions on certain risks are to be 
further cut to 8.75% by dangling be- 
fore the agents’ eyes the alluring bait 
that the cut will return to the stock 
fold the risks which have wandered 
into the self insurance pasture or into 
the protecting arms of the mutuals. 
Yes, the war is definitely on, in spite 
of the fact that one has not been de- 
clared. It begins to look as though 
the Addis Ababa of the Agency sys- 
tem will be reached before the rainy 
season of realization arrives. A mini- 
mum of more than fifteen percent? 
More than likely the maximum will 
be less than that. 


It is apparent that the mutuals 
have the stocks on the run—and the 
stocks, their agents. Yes, these are 
interesting times! 





And Also 


THE INSURANCE FIELD OF MAy 21, 
PAGE 22, REPORTS ON A CERTAIN DE- 
bate in Chicago fire insurance circles. 
Apparently the question was on the 
competition for preferred risks. The 
news item states in part: 

“The original idea was to reduce rates, 
but when the suggestion to reduce com- 
missions was made agency members ob 
jected strongly.” 


Let them eat cake! But who? 


An Automobile Speeder 


THE FELLOW WHO PASSES YOU BE- 
CAUSE HE IS DRIVING AT A GREATER 
speed than you happen to care to go 
at the particular moment. 


Nebraska Monopolistic 
Bonding Bill Attacked 


AN ANSWER HAS BEEN FILED BY 
THE STATE OF NEBRASKA TO THE AC- 
tion challenging the constitutionality 
of the Public Official Monopoly 


Bonding bill. It is set out by the an- 
swer that for a long period the State 
has required bonds of public officials 
to be written by surety companies, 
but the premiums have steadily risen 
until they were above the amount 
permitted by law to be paid for such 
insurance. l‘or this reason the State 
entered into the bonding business and, 
because of all the circumstances sur- 
rounding the matter, it is contended 
that Nebraska is making only a 
proper use of its powers and in no 
way violating the constitution. 


Compensation Acts 
(Continued From Page 25) 
termed the localization theory. This 
theory sets up as the test of extra- 
territorial application of the act, the 
question whether the employment is 
located in the state. Under this 
theory the act applies generally to 
extra-territorial injuries provided 
these are sustained in transitory em- 
ployment properly incidental to an 
employment within the state, but not 
to extra-territorial injuries sustained 
in employment at a fixed location out- 
side the state. This gives a rule which 
coincides generally with what the 
state has a real interest in regulating, 
and which can be applied reciprocally 
without material damage to the prin- 
ciple of the compensation act. It also 
conforms much more readily than the 
contract theory to the lines followed 
by the Supreme Court of the United 
States. It has been adopted in a num- 
ber of jurisdictions, and appears to 
be influencing decisions in others. 
There seems a fair prospect that it 
will ultimately supplant the contract 

theory. 
eee 


O attempt is made in this sum- 

mary to discuss the particular 
points dwelt on at length and in de- 
tail in the paper, but merely to set 
forth the general principles involved 
and the conclusion. An appendix is 
added to the paper which sets forth a 
brief statement of statutory provi- 
sions and the general trend of deci- 
sions in the several states. It may be 
added, that since the subject is in 
process of development too much re- 
liance cannot be placed upon prece- 
dent, nor any too much upon juristic 
theory. A given problem must be 
solved by reference to the law and to 
the decisions in the states involved 
and to the decisions of the Supreme 
Court under the constitutional pro- 
visions. 








—— oe ee 














Hedging For Inflation 
(Continued from Page 13) 
modities as a hedge is the wider range 
in prices both in the boom phases and 
in the depression phases of the cycle 
than prevail for the cost of living 
items. Stated another way, if one 
were absolutely sure that an inflation 
of prices is to occur, the purchase of 
commodities (and probably stocks) 
would more than adequately hedge 
any loss of purchasing power. But 
if inflation does not develop, or if 
deflation again sets in, one would 

probably lose heavily. 

A comparison of butter prices 
shown in igure 2 with the cost of 
living indexes of Figure 1 reveals a 
closer relationship than any of the 
other series. Butter rose from 1913 
to 1920 approximately 120 per cent. 
‘rom 1920 to 1922 it declined about 
45 per cent, advanced only mod- 
erately to 1929, and again declined 
over 50 per cent to 1932, advancing 
about 60 per cent from its 1932 low 
to date. These “swings” are some- 
what wider than the cost of living 
movements but not materially so. 
They afford perhaps the nearest 
hedge that could have been made 
during the past two decades. 

ee @ @ 

The Use Of Future Contracts 
T remains to be noted in this con 
nection that if one were to at- 

tempt to hedge against inflation 
through the purchase of butter or cot- 
ton or wheat that this could be done 
much more conveniently through 
the purchase of future contracts in 
these commodities than through the 
purchase of the spot commodity. Any 
one of these commodities if bought in 
physical form would entail endless 
problems of storage costs, deteriora 
tion and other details of handling. 

This is a forbidding difficulty also in 

buying commodities such as pig iron, 

copper, petroleum or other staple 
materials. 

There are approximately twenty- 
five commodity exchanges in the 
United States offering facilities for 
the purchase or sale of commodities 
on a future delivery basis. These ex 
changes deal in about 25 different 
commodities. In not more than a 
dozen of these commodities, how- 
ever, are trading facilities sufficiently 
broad to afford dependable markets. 
These include cotton, wheat, corn, 
vats, rye, barley, coffee, butter, cocoa, 
rubber, hides and silk. In these com- 
modities one may buy future con- 
tracts which can be carried forward 
indefinitely on a credit basis. The 
fact that they can be carried for- 
ward on a credit basis is also a neces- 
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sary feature in favor of futures. If 
one is to hedge at all effectively 
against advancing prices it must be 
done on a credit basis and in suffi- 
cient volume to provide for dollar 
depreciation for a considerable pe- 
riod of time ahead. 


ee @ 
Summary 


T seems highly improbable that 

we will experience in this coun- 
try, at least during the next few 
years, any form of rapid inflation 
which would multiply the prevailing 
level of prices many times over. It 
is entirely possible that the general 
price level could increase 100 per 
cent or even 200 or 300 per cent in 
view of our present credit facilities. 
Were this to occur the purchasing 
power of the dollar would corre- 
spondingly decline. This would be 
felt particularly by all groups de- 
pendent on a fairly fixed dollar in- 
come. As a possible hedge against 
such a contingency one might (1) 
buy foreign exchange or foreign 
securities, (2) real estate, (3) com- 
mon stocks, or (4) commodities. Of 
these four alternatives, the last 
named in the form of contracts for 
future delivery would probably 
supply the most complete coverage. 
Here, however, the uncertainties of 
price correlation are quite large; 
sufficiently large in fact to render 
such an undertaking more in the 
nature of a speculative hedge than a 
true hedge. 


Auto Accidents 


(Continued from Page 17) 

Perhaps it will be argued that the 
safety problem on our streets has no 
true parallel in industry—that here 
is just one more odious comparison. 
The answer is that men and their hab- 
its are the same everywhere. While 
preventive methods differ in detail 
the industrial accidents in this coun- 
try have been reduced by an incessant 
program of engineering, enforcement 
and education and these same “E’s” 
offer the only solution to the public 
accident problem. In addition one 
can mention the records of such cities 
as Milwaukee, Pittsburgh, Grand 
Rapids, Providence, and Evanston 
and such states as Rhode Island and 
Massachusetts which by the energetic 
and intelligent application of these 
“E’s” have made their streets and 
highways comparatively safe. 

Not yet do enough people believe 
that automobile accidents can be pre- 
vented. Unhappily that statement 
stands. But they are bound to soon 
and laggard officials will know it. 
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Commissioner's Problems 
(Continued from Page 21) 
the right of the state to regulate and 
control fire insurance rates. 

Again, may I repeat that the func- 
tion of rate-making is and properly 
should be in the companies them- 
selves. The only suggestion that I 
have to make is that this rate-making 
board of the bureau be not under the 
control of the state but under the sup- 
ervision of the state in order that we 
may scrutinize the standards that 
they use and the formula that they 
apply in order to guarantee to the 
buyer of insurance fair, just, reason 
able and adequate rates. That is the 
only way a Rating Bureau can and 
will work. If such a standard is ap- 
plied to the system of fire, liability and 
compensation rates, then and only 
then, will we find the solution to this 
eventual cost of insurance. So far as 
the law is concerned today the state 
has little or no control over the cost 
of your insurance. 

In this talk and many other public 
utterances I have been a bit critical 
of the insurance companies, but you 
must understand my attitude. It is 
not in any sense of criticism against 
the entire business. Most of the men 
engaged in the insurance business ‘are 
as fine a group as we could gather to- 
gether in any enterprise. Competi- 
tive reasons sometimes. make them 
vary from their own good judgment, 
and my task will be, so far as I can, 
to equalize competition to such an ex- 
tent that it will be no longer necessary 
to carry on some of these practices, 
which even the insurance business 
consider to be reprehensible. 

ee @ ® 

ERHAPS you may be interested 

to know just where the state 
stands ‘on the question of supervision 
and regulation. Our primary interest 
is in the solvency of companies. Our 
second interest is and should be in 
the business practices and methods of 
the companies so that no individual 
policyholder will be worked any 
harm. Our third interest is in rates 

-not in the lowering of rates, but in 
the maintenance of adequate and just 
rates—just to the companies, and just 
to the consumer. When we ask for 
greater regulation of rating; it is not 
that we want to put any company out 
of business. It is not that we want 
to reduce any company’s just profit. 
It is not that we are secking any 
greater power. It is not that we are 
trying to wipe out of existence a 
great business, but that we are trying 
to preserve it from the follies of its 
own competitive practices, and at the 
same time guarantee the buyer of 
insurance fair and honest rates. 
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EVERY GOOD DRIVER 


“Believes in Signs” 











No matter how needless signs may seem, a 
good driver always obeys them. He realizes 
that ‘'stop’’ signs, “curve” signs, “drive slow’ 
signs, etc., are placed along the road for the 
motorist’s protection. Be a Good Driver... 
Obey All Traffic Signs and Signals! 


* 
HARDWARE MUTUAL CASUALTY COMPANY 


HOME OFFICE Branches in 23 principal cities. 
STEVENS POINT. WIS. Wt Licensed in every state. 
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SERVICE AT YOUR FINGERTIPS 


The facilities at the command of any company are 
important factors in the rendering of prompt and 


precise service. 


Lost motion has been eliminated in the organization 
plans of The Federal Mutuals, to the advantage of 
policyholder and company alike. 


More than 500 sales representatives and field 
engineers bring Federal service and counsel to 
policyholders throughout the nation. Nine policy 
writing departments and over thirty service offices 
provide for individualized attention to every as- 


sured’s requirements. 


t "OF MINNESOTA, We 3 
dad DEMLeA weOTO AC 7 FIRE itok nice COMPANY; STEVENS POINT, acon 
Nes IMPLEMENT MUTUAL FIRE INSURANCE COMPANY, OWATONNA, MINNESOTA 














LUMBERMENS INSURES AT COST 


Premiums 


Losses, Loss 
Expenses and 
Dividends In- 


97.1% (ee LLA Earned Income 


100% 




















@ Every dollar of premium received since 
organization has been used for losses, nec- 
essary services and taxes or returned to 
policyholders in the form of a dividend. 
Surplus and voluntary reserves have been 


built up entirely out of investment income. 


In its somewhat more than twenty-three 
years of operation Lumbermens has paid 


in losses and returned to its policyholders 


in dividends more than $80,000,000. Its net 
cash surplus of over $3,000,000 and its con- 
tingent fund of $1,000,000, which belong to 
the policyholders and are held for their 
future protection and dividends, have been 
accumulated entirely out of interest earn- 
ings. Payments and reserves for future 
payments to and on behalf of policyhold- 
ers now EXCEED the total earned premi- 


ums received by the company. 


LUMBERMENS MUTUAL 
CASUALTY COMPANY 


JAMES S. KEMPER, President 


Home Office: Chicago, U.S.A. 


Organized originally for lumbermen and now accepting good risks in all classes of business. 





